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mature in 2014 and (ii) any outstanding balances under the Senior
Unsecured Interim Loan Agreement to be dated as of the closing
date (or any notes issued to rdinance such facility) that mature in
2015, in each case, without the need for any asset sales other than
those incorporated into the Tribune Downside Forecast.

The book value of the [PHONES Notes] as reported in the
Company's Form lO-Q for the quarter ended September 30, 2007 is
a reasonable estimate of the Company's liability associated with
the PHONES as of [December 20, 20071.

The following statement attests to VRC's reliance on Tribune's representations:mo

In rendering the Opinion, VRC assumed and relied upon, without
independent verification, the accuracy and completeness of all
information, data and other materials (including, without
limitation, the Base Forecast Model and the Downside Forecast
Model) furnished or otherwise made available by the Company to
VRC, discussed with or reviewed by VRC with the Company, or
publicly available, and VRC did not assume any responsibility for
independently verifying such information, data or other materials.
In addition, VRC assumed and relied upon, without independent
verification, that the Base Forecast Model and the Downside
Forecast Model have been reasonably and prudently prepared and
therefore retlect the best currently' available estimates and
judgments of management as to the expected future financial
performance of the Company. In connection with its review of the
Based Forecast Model and Downside Forecast Model, VRC
advised the Company, after discussion with management with
respect thereto, that nothing has come to VRC's attention to lead
VRC to believe that it was unreasonable for VRC to utilize and
rely upon such financial forecasts, projections, information and
data.

f. The Examiner's Assessment of VRC's Step Two Solvency
Opinion.

The Examiner tested the reasonableness of VRC's Step Two solvency opinion by

evaluating both the specitic modeling and analysis conducted by VRC in arriving at its

cunclusions, as well as the consistency of VRC's conclusions with certain market-based indicia

uf Tribune's value as of the closing of the Step Two Transactions. As context for the detailed

~:><1 E~. 728 at TRB02lJ40j2 ~ VRC Step Two Solvency Opinion. d,lled December '20. 20(7).
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Jiscussion that follows, the Examiner notes that, in connection with its December 20, 2007

analysis, VRC established a range of post-Step Two Financing Closing Date equity values for

Tribune of between $93 \.6 million and $2.623 billion.

Because this range of equity values is adjusted for the pro-forma Step Two Debt. and

after taking into account the value of S-Corporation/ESOP tax savings (as VRC quantified such

benefIts), VRC's determined equity values can be restated under an assumption that the Step Two

Financing never occurred, such that VRC's range of equity values can be expressed as a per share

value on the basis of shares outstanding immediately prior to the closing:

~ EQUITY VALUE PER SHARE WITHOUT STEP 2 CLOSING (1) ($mm)

low Mid High

Equity Value $931.6 $1,777.2 52,622.8

less: ESOP Tax Savings ($ 815.8) ($ 876.0) ($936.1)

Plus: Incremental Step 2 Debt $ 3,705.0 $ 3,705.0 $ 3,705.0

Total Residual Equity Value Without Closing $ 3,820.8 $ 4,606.2 55,391.7

Number of Shares 117.1 117.1 117.1

Value per Share 532.6 539.3 $46.0

(1) Ex. 1045 (VRC Solvency Analysis, dated December 20,2007).

This analysis reveals that VRC, as of December 20,2007, concluded that just prior to the

closing of the Step Two Transactions, Tribune Common Stock would have ranged in value

between $32.60 and $46.00 per share. The Examiner finds this implied value per share to be per

se unreasonable and inconsistent with the observed trading value of Tribune Common Stock

before the closing of the Step Two Transactions, as wdl as investor behavior between the closing

of the Step One Transactions and the closing of the Step Two Transactions. ~~jif(t~'

concluded thatTri~une. Common Stoc!<;Would,9c'worth-morc:: atthc::ntid"'point.. $J9aO'per'fltw'e,
, \.:"~~'(';_"""': ••~"; j ....... ~.. ,'::: '••.•• , •• ':i, t ...,:" ":.:":'<. ';";" '... . ..... ::;;",~",
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'collon=CompaiifeitliIWg}foiiE2Olf1

Regarding VRC's analytical work, the Examiner considered,among other things, the

reasonableness of the financial projections on which certain of VRC's valuation and capital

adequacy conclusions were based, the integrity of certain assumptions identified as "key" to

VRC's rendering of its Step Two solvency opinion, and the validity of certain representations

relied on by VRC compared to the known and reasonably ascertainable facts. With respect to

market-based indicia of Tribune value, the Examiner considered, among other things, the trading

value of Tribune Common Stock and Tribune's publicly traded debt during the period between the

closing of the Step One Transactions and the closing of the Step Two Transactions, the pricing of

credit default swaps, and the secondary market trading values of Tribune's debt. ·_tfo1ii1
'£6rlticmnrg.Te~rrrfffierl·artiWfutstiR~1~ntitmJ·bYiIiif~,(~tni'f~__

'npA .".\(,u dnitinnnL' 'fi :mciJnr.omiJ:.l' In.~. di~ io>A "-1...-.
cqlW,:.~.£\~~~§t~~~~,~~~J!~"~

(1) Vim!fttr . e.:OIiMjna'"1i!.,~r(fao~~2oil
·Pf01i~~w~:u~lft.Ii ... ,.., . " ".

~1"::~":~"··"'tfty'RC'S:sr"·,T\ir~litfal"'$is,~&tOJ¥te~~.€)·to~200;r . '~,dtllR'l~1!M~l'?iP. ».,).. ".....,.. '.,...~tr ",... ,,q.~ """:'~"';il, .,·c,.".,.,,· c" ..".A C'• .' , ...,,;..,.,~ .•. -:.;; '. ' ..• -, p1;01" ,;" ..""<>.<:t',r.,

dTd.riQt~Jn;tH(f~tafuiner'~vi,e~W:rei.!!ona~Tt::te~'~iji;;Ttiblitt.~1iReIY mltit1I~'

'-··TfO~··''''·--- fo}IQwitf ·th":Mer"iii1IIl~... ""'!'~~'et. .'. g,.~,. g~'S

The reasonableness of the October 2007 management projections relied on by VRC in

comJul.:ting its Step Two analysis is highly germane to the reasonableness of VRC's solvency and

capital adequacy conclusions at Step Two. In particular, VRC's reliance on the EBITDA

estimates Llerivcd from those projections bears directly on VRC's valuation and capital aLlequacy

~:~I St't' R.:pmt al § l/1.E.3.1.'.
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conclusions in three important ways. First, forecasted cash flows based on the EBITDA

estimates contained in the October 2007 projection model are discounted to present value and

thereby comprise a significant component of VRC's DCF valuation conclusion. Second, the

EBITDA estimates also affect VRC's multiples-based valuation conclusions because the near

ferro forecasts of Tribune EBITDA are the base values to which VRC applied certain cohort-

derived multiples in its comparable company valuation methodology.2282 Third, because

RBITDA estimates bear on cash flow expected to be available to fund operations and make

: I iterest and principal payments, these estimates in turn drive conclusions regarding Tribune's

. 1 d ~283j,plta a equacy.-

In light of the importance of Tribune management's October 2007 projections to VRC's

conclusions, the Examiner evaluated the bases articulated by management for certain key

assumptions underlying the projections and, among other things, compared the forecasted

performance both with Tribune's prior actual financial results (including performance trends

ubservable from that historical review) and analyst expectations during the period proximate to

the date that VRC's issued its Step Two solvency opinion.2284 The Examiner also evaluated

<,:g2 For example, VRC utilized LTM. CFY. and NFY EBITDA multiples as part of its comparable company
valuation study. As such, NFY expectations of Tribune EBITDA informed VRC's valuation conclusions using
the comparable company valuation methodology.

:!2M3 EBITDA forecasts have the potential to affect Tribune's ability to satisfy debt covenant compliance as well. in
that EBlTDA effects both "total guaranteed leverage ratio" and "interest coverage ratio" determinations under
the terms of the tinancing agreements applicable to Tribune.

!!K4 Although VRC's December 20.2007 solvency opinion Slated that VRC assumed and relied on, without
imkpendent veriticalion. the accuracy and completeness of all information provided it by Tribune. according to

\lr. Rucker and Mr. Browning, VRC conducted due diligence. at least regarding specific clements 1)1' Ihe
performam;e forecasted by Tribune. For example, when asked about how VRC came to understand that
":Idvertising would revert back and become stronger over time." Mr. Rucker tcstitied:

Yes, we had extensive sessions, two ull day sessions with the heads of, I think every major company.
every major paper, division at the company. And we went through and discussed some of the
iniliutives that they were pUlling in place. that they thought would allow them to recapture those
markets. So we had very extensive due diligence meetings with almost every major head of Jivisiol1S
at the wlIlpany,

halllinds SWlIrrl IIlIt:rview III' Mose Rucker and Bryan Browning. June 30, ~OIO. at ~4:2-1-t.
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management's October 2007 projections in light of the expectations embodied in the February

2007 projections,

As discussed elsewhere in the Report,228S between 2004 and 2006, Tribune reported year-

over-year declining EBIT and EBITDA, both nominally and as a percentage of revenues.

Expectations for 2007, as approved by the Tribune Board in February 2007, anticipated a

continuation of that trend, and, as discussed earlier, Tribune performed unfavorably to that plan

for most months during 2007 after the Tribune Board's approval of the Leveraged ESOP

Transactions on April I, 2007.

In accordance with these multi-year trends, Tribune's revised October 2007 projections

assumed near term (i.e., 2008 through 2011) downwardly revised expectations in comparison to

the similar period in the February 2007 projections. The October 2007 projections nonetheless

assumed that Tribune would mitigate certain of these anticipated declines by improved financial

perfonnance in specitied areas. For example, the October 2007 projections included

enhancements in the Publishing Segment's forecasted revenue and profitability derived from a

newly executed agreement with Sun-Times Media Group (whereby Tribune would provide

delivery of Sun-Times publications on a contract basis), and growth in Tribune's interactive

business. Similarly, the October 2007 projections assumed that the Broadcasting Segment would

enjoy improved profitability from, among other things, enhanced programming. The net resuh

was an assumed stabilization in Tribune's financial perfonnance, followed by a dramatic

recovery, as shown in the tables below:

Based on YRC's work papers "nd e-mail correspondence, the record shows that YRC attempted to unJerstand
the assumptions underlying Tribune's projections, and challenged the reasonableness of certain of those
assumptions, all hough, in the end, YRC relieJ on amI adopted. without moJification. managemem's foree,lsls
for purposes of rendering its Step Two solvency opinion. As shown herein. certain of those a.~slJmptions w~re

inconsistent with Tribune's performance trenus and other inform,ltion considered by thc bamincr,

~:~5 'leI! Report at § 1lI.C.1 .a.
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The Examiner also reviewed the specific forecasting assumptions underlying the above-

described projected performance with respect to each of Tribune's two business segments. The

forecasts for the Publishing Segment were based on certain key assumptions: 2286

) • The October 2007 plan forecasted a modest 0.35% decline in 2008

)

)

publishing revenues from 2007 pro fonna results.2287 Although anticipating ongoing declines in

traditional print advertising and circulation revenues, the projections assumed that these declines

would be significantly mitigated by enhanced growth in, for example, interactive revenues,2288

and growth in revenues associated with contract delivery and print services (of the type

negotiated with Sun-Times Media Services). Publishing revenues were forecasted to increase

annually after 2008, at rates of 1.96%, 2.35%, 2.29%, and 2.32%, respectively, through 2012.2289

2m Because forecasts of financial results for periods subsequent to 2012 were the result of extrapolating prior
period results on the basis of tixed growth rate assumptions, see Ex. 739 (Representation Letters. dated
December 20.2007). these observations are limited to a discussion of projection assumptions through only
2012. Growth rate expectations fur later years projected results are discussed elsewhere in this section.

2287 The October 2007 projections contained a "pro fonna" estimate of 2007 actual results, based on a review of
actual results to date and a forecast of the remainder of the year. See Ex. 657 (Tribune Five-Year Financial
Outlook).

12K3 The October projections relied on by VRC in conducting its Step Two analysis contemplated significant growth
in interactive revenues and profitability as summarized below:

". . . _" INTERACTIVE PROJECTIONS ($mm)' .

2008 2009 2010 2011 2012

Interactive Revenue (1) $ 318.0 $ 406.3 $ 507.9 $ 603.8 5712.5

Interactive Operating Cash Flow 5127.2 $158.5 5203.2 $ 241.5 5285.0

)

Operating Margin (2) 40% 39% 40% 40"10 40%

(I) Interactiw Revenues ,ue derived [rom the Ex. 657 (Tribune Five-Year financial Outlook)

projedltms L1tili/.cd by VRC in their Stcp Two Analysis
(2) Illlt'r,lltivc O~Jt!rdtin~ M,lr~insderiwd from Ex. ')56 (Intcr.Ktiw St!gm...nt I'rnjcctiulls)

A dduilcd discussion of the valumion implications of management's projections of Tribune interactive tinancial
performance is provided in connection with the Examiner's discussion of the reasonableness of VRC's Step Two
conclusions.

::~'. These projeL'red growth rales are im:onsi.sleJII with the historical declines in Publishing Segment revenues in
prior periods: negative U.8'.:& from200-l 10 2005, negative O. J% from 2005 to 2006. 'Iud negative 9.8%, based nn
the 2007 pro fUl"IllJ estimate in relaliun to211()fi. The noted 9X',t: decline is partially the resull of TribulIe's
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w: . . TRIBUNE PUBLISHING SEGMENT REVENUE(,Smm). .' . ,:

c

l'IIbll.hlns Stll"'mt
R~vt"f1ur

Crowth

ZOO4

H.130

ZOOS

H.ll'17
01%

2006

S4.U93

·0.1%

20011'F

SJ.oYJ

~8'l(,

2004

53.660

·0.4%

2009

S 3.752

20%

2010

S3.tl40
2.J%

2012

54.01Y

2J%

(II Suurce: Ex. 14 (Tribune 2llO6 Form IO·K); Ex. 657 (Tnbune Fiv~Y..r Financial Outlook).

• The October 2007 plan forecasted $786 million in operating cash tlow for

the Publishing Segment for 2008, reflecting a 3.91 % decline from 2007 pro forma expectations.

The October 2007 plan also assumed, however, that operating cash now thereafter would

increase 3.6% annually through 2012. Management explained that this latter increase was "due

to higher [projected] interactive and targeted print revenue...2290 Expressed as a percentage of

forecasted publishing revenue, the October 2007 plan forecasted publishing operating cash flow

Lo increase each year from 2008 through 2012 (21.36%, 21.70%, 21.98%, 22.28%, and 22.54%

for 2008 through 2012, respectively).

The forecast for the Broadcasting Segment was based on the following:

disposition of certain publishing assets in 2007 and the fact that 2006 results were based on a 53 week year.
Even when growth rates are analyzed on the basis of a presentation of historical result.~ normalized for
discontinued operations and to eliminate the effects of the extra week informing 2006 reported results, the
forecasted Publishing Segment growth rates nonetheless still retlect significant growth antithetical to prior
perfoll1lance.

..' TRIBUNE PUBLISHING REVENUE ($mm) (l) ,
'. . ~

As Reported 2004 2005 2006 2007

Revenue -W41.014 4012.413 -1018.418 3664.59

% Growth -0.71% 0.15% -8.81%

2006

As Adjusled 2004 2005 (52 weeks) 2007

Revtmue 4041.014 4012.413 3939.62549 3664.59

% Glowth ·O.7J~{. ·181% 6.98%

(1) Ex. -l [Tribune 2007 Furm IO·K). 2004 through 2007 results prl'sentcd on a

n<>rmalizcd basis \0 account for "sset dispositions through 2007. 2006 results

are .1lso presentcd un the basis of d 52-week year calculated as 2006 actual

rcvcnues ,lividcd by 1.02 based un an approximation of the impact of the

.ldditional week as disdose<J in Ex. -l at 9 (Tribune 2007 Form IO-K).

!,"Mj See Ex. 657 ~t II (Tribune Fiv~-Ycar Finandal Outlook).
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• The October 2007 projection model forecasted baseline advertising

revenue growth of 2.3% in 2008, followed by 1.1 % annual growth thereafter through 2012,

although the projection model also anticipated and accounted for other material increases in non-

baseline revenues associated with, among other things, political advertising in election years,

such that total broadcasting and entertainment revenues were forecasted to increase at annual

growth ratcs of 7.99%,0.56%,3.40%,0.77%, and 2.66% for 2008 through 2012, respectively.

• The October 2007 projection model contemplated significant

)

)

improvement in operating cash tlow2291 to be generated by the Broadcasting Segment,

forecasting an increase of more than 16% above 2007 pro forma expectations for 2008, with

annual growth rates thereafter through 2012 of 3.57%, 3.23%, (2.92%), and 4.09% respectively.

Operating cash now, expressed as a percentage of forecasted revenue, was forecasted as 35.64%,

36.71 %,36.65%,35.31 %, and 35.8% for the years 2008 through 2012, respectively. These

percentages renect management's expectation of significant performance improvement above

historical levels, though recognizing that historical results included the Chicago Cubs that had

'b d b I . h' 'II 2292contn ute e ow average margms Istonca y.

2291 The Examiner notes thalthe October 2007 projections exclude the Chicago Cubs. Ex, 72 [ (Tribune Company
Model, dated November 21, 2007).

2~2 When compared to historical 2004 through 2006 (and pro forma 2007) actual results, the forecasted
Broadcasting Segment EBITDA as a percentage of forecasted revenues (as assumed in the October 2007
projections) contemplated significant improvement above recent historical margins,

IlI"OoI ..c...inaS!f'Im.... :"'" .... ".. !gl)' " '011 """ :0'. ~Ol1 ,"12

R~'Y"ll"'l! ".~l S 1,-&" S I.US ~ ',164 IUS1 '1.~M ll.W IUI7 \1..151

(.;r,,,.,,lt .:i."'.. u...... ·16J'W,. ill... t)e~ " .. .~ :-...... !;"".

lorro", \'1«1.\ I'M \-1-1] , .lM. "ul! I'" "';'9 '..IllS !I "A..

1;"'lI"" .,: J"'- 411.... ·fJ.1' ,..~ h'" J ! ..... :.,'". .. ,.~.

u,rrn" J"rrcenw". ttl .~.. " .. ):'.,.... n.'" 31.1" ').~ H .... ) ..~ J..... ~S.l·. lsa...--- -~--- ---"--"~
·11 .... ::'j'/,'u.n1'.1 "'II .~~IH !ltl =~"I'" ,\~t. ~\. h:oll' '1'>,' (,"'11.... :n)l·;:'.IIlfr "'''loll ,.· .....I~ ,,,,hul ... Ihl'CUtl~
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The Examiner contrasted the October 2007 forecast with expectations embodied in the

February 2007 projections. _&pp.~WPf6J~c.~resunifcoiiW;n~(f'.iit~SOP'p~r~ctrd~

~~I.".tw~b;~!?n:es~nd·:AfItp~·~f~b~2~~.tltt~~200.:rma~~~~u~~..

··thll~~~;~o.~~h,~~.~s~~~~:,~~b;~_~f~7'·attaOttobetr200lm~tip~!J),~3,the:tbI19~~_

·iir.;R~dzJl!sd.~~JJ!~tl~c.;!b.!!lI~t.7X~~~~g11$lfQ!th~ne~f'ter~n~lr~tP~'~\oi~ ,.~B _-""-_'_"~~#""'ijio""fJJ.c..;"u.~6:''''I.''.'';.''''>.ol....,..~...~.wII,...r.r.a~i."4'' ,..... ~4~. ;;..,; ..~ <II;. "'I~, .! , .... f.::.; ........ '.!..';.: "" ... :,~.-(,J ••h~·.

~i~~~~~~.~l"'i.~II!~~~~~!R~~~~~~t~wolllct:rapj~.,;~qy~~~1I

~1fn~;ijJW·~~C)·tlia,~9veftri'e·lQwger teFrnfTriDiiii"Gwoufltixeeea!ifie'peitHffiianc6'\li~tiifiWfia

e~dli'irni'ifFeti"riiary;2()()'1!"j5iOj~aw:ii1ttvnre'·BXlUfrllteirfm~ttl~e::~sumPJio.tJ ..

"Wlliili'DJfl!lWi!IIn his interview with the Examiner, Harry Amsden stated that the out·year

projections (i.e., years 2011 to 2016) developed in February 2007, despite being based on an

"extrapolation" of growth rates observed from projected 2011 results in relation to 201 0 results,

represented Tribune management's best estimate at that time, and that, by October 2007, it was

clear that those expectations were not being met. 22~4 The Tribune Entities' negative financial

performance on an overall basis following the closing of the Step One Transactions (a

continuation of historical performance trends, as shown above) should have resulted in a

downward adjustment of the out-year assumptions contained in the February 2007 projections,

~~93 The Examiner noles that. although the ESOP projection models corresponding to the February 2007 and
October 2007 plans discussed wilh the Tribune Board contained projeclions for ten years, the materials
discussed with. and presented to, the Tribune Board correspond to a shorter projection horizon. Ex. 657 at II
(Tribune Pi ve- Year Financial Outlook).

~~'1~ baminds Interview uf Harry Amsden. July 2. 2010. In his interview Mr. Amsden also explained lhal
projections in lhe shoner term were based on more detailed information, the olll-year projections were more of
an "extrapolation," and he believed that the banks did not rely on the oUI-year projections. See alsQ Ex. 250
(Rcpre.~~n1ation Leiters, dated May 9.2007). Both Mr. Browning and Mr. Rucker confirmed thaI Tlibune
m:magement's February 2007 forecast of !latto Slightly declining revenue growth for the Broadcast Segment for
the years 20 I() through 2017 were reasonable. according to Mr. Rucker "based upon management's
representation and the conversatiuns Ihal we hnd," which, according 10 ~'Ir. Browning, made them '\;omfOrlahk
wllh the ror~cast." Examinds Sworn Il1t~rvi..:w or Mose Rucker and Bryan I3rowning. June 30. 20 I0, at
lJ2:2-Ifl.
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holding all else constant. A comparison of the February 2007 and October 2007 projections

shows that management made the opposite assumption without explanation or justification:

Consolidated Revenue Comparison Among Actuals,
Management February and October Projections ($mm)

)

S 6,500

56,000

55,500..
~
c..
~..
" $5,000

S 4,500

$ 4,000

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

• ConfOlldated Actual (2)
Year

• Consolidated UnadJusted (Febnu'}') (1) • Consolidated UnadJusted (October) (1)

) (1) Moln"~"'~l1r, F"--bruary 2007 P"'1'-'C1iMI (EI.. 71 (IiSOPTratlHCUon MacWt - FtcvlscdO~.II"1 M~n C6se. ~.. lcd fLtwuaty 8,. 2001)) "nJ MaN~<'rTM!nrlNO\'fmbcr 11.lOfJ1 pn*,"cliONi (EI.

121 (TribuMC'M'lp""" M~C'I. d..ttod NO\ll'mbtr 21. 2007)). ""hich COrn"pofI.JI to tM OctcUf '1!Xt1 FI*Y,..a" Man) <'Jietude fOrK.lled tL;uh. ror th~Cubs. SCNt and HOy, N~ Yor~ (bL'C'IUW

~uch bl.lsln~tL., b.lld bco\....... or Wl~ conlcmplllt'd lo~• .Klld). Man..scm...nt'J NO¥'l.'f!lber 21. 2001 projt<1lOtll wrre ,djluled to .crounl lor thllt pro form.. re"""nue ronlTib\lUont ut l.he Cubs..

s('~NI, oInci Hoy. Nnl' York b.-d un DlnOUnfl fOnx'ulC'd j" February, 200'1 P"'Oi«UOnl 10 liialiu".lId ....ppln-to-Ippltl~ COtnpll'lton to ~i"oric:.1 rcsuU. wh.Jc:h ind\,ld~ Ihr ",vrnue lrom

lhuw busineMl.
r1) 2006. JOO5••nd 2006 actu.I.lram Ea. I" (Tribur\lt 2006 Form lO..J(). 2007 &ctuall, from ,h. Elc. ~ (TribuM 2001 Form ID-K). Thr2007 Form lo.K ~ft'nUecb... not in<lydl! rewnUHlrom

diKUl'lltnUC'd • .,••lunt ISCNI ....d J101. NI!W York) wh«l!&l200402006l"t"Alltl are Il'Kt"slw oISCNI.-.d 1107. NC'W YCN'tI. n!¥('fNn. NotrntllU(l 10 L"Sclud. thll"l!('I!d. oIliiKontWlucd

l~iilionl.l"C'W1Ndf0f2OOt-2006(..n~d In Ex. 4(Tfibl.ll"~IlO' 'OfmlD·k))~rf'U.5043. $5."21.~d$5.0&40t minion m1p«tivrly. ~dtdiniltS1'n"I!'ft~lrtndll~IC'Jf..pparl.'l"lt.

V.rtku1uly &iYl'n lhlt 2OOfi. n.osuJt.lnc:ludco SJ wa.......
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51,400

Consolidated EBIT Comparison between Actuals,
Management February and October Projections ($mm)

$ 1,300

S 1,200
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Both the February 2007 and October 2007 models, which contained detailed annual

forecasts of revenue and cash flow for the near term (2007 through 2011 in the February 2007

model and 2008 through 2012 in the October 2007 model), extrapolated business segment

growth rates observed between the last two years of the detailed annual projections (i.e., the

growth rate between 2010 and 2011 in the February 2007 model, and the growth rate between
.]

2011 and 2012 in the October 2007 model) for purposes of forecasting annual growth in

subsequent years.229S It appears that the approach was undertaken at the direction of Tribune

)

2"Y~ Mr, Amsden indicated th;Jt the process for forecasting the tinal five years of the projections in both the February
:!007 and October 2007 projections involved a stmightforward extrapolation of performance based on the
growth rates informing the last interim period of each projection. Examiner's Interview of Harry Amsden.
July 2. 2010: Ex. 739 (Representation Letters. dated December 20.2007). When similarly asked ,lbout the nut·
year projections. :\ilr. Grenesko testitied that Tribune management was "assuming that modest economic growth
and the inllation would be around 2 1/2 percent or ~o. and we used that to extrapolate both the revenues and the
expenses fllr the two groups." Examiner's Swom Interview of Donald Grencsko. July 8.2010. at 166:3-7,

.)
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Treasurer Chandler Bigelow, who in e-mails to Rosanne Kurmaniak of Citigroup (the individual

responsible for maintaining Tribune's complex projection models), suggested "We probably

ought to take down the assumed CAGRs in the post 2012 years" and followed up with "How

about we make post 2012 revenue/OCF CAGRs the same as the growth assumed in 2012 for

both PublishingiBroadcasting?,,2296

This does not explain, however, the difference in the out-year growth assumptions between the February 2007
and October 2007 projections. The February 2007 projections assumed flat growth even though the prospect
for GDP growth in February 2007 certainly was not higher than in October 2007.

Mr. Grenesko also pointed to the "bottoms up" evaluation and a "very thoughtful process that the publishing
group went through to identify exactly why our revenues had fallen and whether it was divided into three
buckets, basically what was secular. what was cyclical. and what was execution." Examiner's Sworn Interview
of Donald Grenesko. July 8. 2010, at 165:16 and 168:6-11. Mr. Grenesko stated that in conjunction with that
process the publishing group "came up with reasons for the issues that we were having in publishing and they
also came up with both revenue ideas, new revenue streams that they thought that they could implement as well
as reducing expenses going forward ... [and that] the publishing gro4P worked with an outside consultant to
come up with a way to transform the publishing group and to change the culture of the publishing group,
basically shifting it from more of a traditional newspaper company over to one that was less dependent on the
traditional newspaper and to think of the company more as a content provider as opposed to a newspaper, and
also much more heavily weighted towards than what it previously had been towards the Internet." 'd. at
168: 12-17, 169:2-12. For example, he noted that the five-year plan included increased funding for interactive
personnel and the interactive business. {d. at 171 :9-15. He also noted efforts to generate revenues from
preprints. targeted publications, and delivery services. 'd. at 170:9-171:4 and 172:16-173:2. In connection with
these efforts, Mr. Grenesko directed the Examiner to Tribune's five-year business plan which he testified "laid
things out very succinctly." 'd. at 169:16-17

Mr. Grenesko's explanation of the assumptions underlying the five-year business plan, however. does not explain
the growth assumption for the out-years 2013-2017. Regarding that specific assumption, Mr. Grenesko
acknowledged that thi s was an extrapolation using the 2012 growth that"seemed reasonable based upon what (
stated had previously about the inflation rate and the real GDP growth, so those seemed reasonable that-those
growth rates seemed reasonable compare to the general macrotrends that we were assuming." /d. at 178:20-179:3.
Mr. Grenesko further testified he did not "recall anything specific" about this assumption. /d. at 183:21-22.

Similarly, when VRC was asked what might explain the projected performance fonhe years 2013 through 2017
in the October projections, Mr. Rucker said. "What it appears to me is that they might have applied some type
of growth rate after 2012." Examiner's Sworn Interview of Mose Rucker and Bryan Browning. June 30,2010.
at I [8:3-5. Mr. Rucker stated that generally such growth rates are keyed off of Gross Domestic Product (GOP).
[d. at 118:24 -120:7. However, later in the interview, Mr. Browning stated that he could not recall whether he
was aware of any differences in the growth rates management used between Step One and Step Two. 'd. at
135:12·17.

For the reasons discussed inlhis section of the Report, the Examiner has determined that the out-year growth
assumptions posited in the October 2007 forecast were unreasonable and unjustifiable.

22<16 Ex. S89 (Roth E-Mail, September 27,2(07). When questiuned about the latter e-mail during her sworn
interview, Ms. Kurmaniak corroborated this point:

Q: Do you have any idea why he made Ihat commt:nl and statement to you? It's got a question
Illark so he actually appears to he asking a question. but let's hegin with did you Ireat il as a
queslion'!
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The long tenn growth rates implied by these extrapolations result in starkly different long

tenn growth rates between the February 2007 and October 2007 models, as shown below:

A: They had a company prepared plan for 2000 through 2012 and so somebody has to make a
judgment as to what's going to happen post that period because nothing was officially
t:mlorsed or provided to us or by the company. So someone had to make a judgment about
what those revenue and operating cash now growth rates were going to look like. In this case
it was Chandler. That's who I talked to every day about all this and so I think he's just giving
us guidance and it's a common practice to say okay, in the last, in the five-year why don't we
just assume that the business grows at the same pace or performs at the same pace as it did in
the last year that we've officially projected it. So that's a common practice. Il's a common
assumption that we use which is just to say we don't really know what it's going to be in five
years, but our best guess would be that it's going to perform at the same as it did in the five,
you know, in the last year that we actually did an official projection for. And, look, from time
to time Chandler would come to me and say, hey, does that sound reasonable? And I'd say
yes or no, it doesn't sound reasonable and so it looks like that's what this E-mail chain is.

Q: All right. And so what was your response? Did you think it was reasonable to use that
approach?

A: Yes.

Examiner's Sworn Interview of Rosanne Kurmaniak, July 7.2010, at 137:9-139:1.

Allhough Ms. Kurmaniak testified that she fell that extrapolating the growth from 2012 to later years was
reasonable, she acknowledged that she did not focus on the fact that 2012 was an election year and possibly an
outlier. {d. at 139:6-14 and 140: 1-4. She suggested that if something otherthan an extrapolation from 2012
were used, adjustments in the out-year projections would have to be made based on the timing of eJections and
other anticipated occurrences in those years. {d. at 142:20-143: 13. Regardless, a justification of expected "out­
year" growth rates on the basis of expected GOP growth would be contrary to Tribune's observed historical
growth rates in relation to actual GOP growth historically.

~: COMPARISON OF GOP GROWTH RATES TO ' ..
;., . j. : TRIBUNE HlSTORlCA'l REVENUE GROWTH RATES 2004 • 2007 ($'mm) '. •. ,

2003 20041 200S 2006 2007 Nol~.

RulGDP $ 1l.l140,7OO.0 S 12.263,800.0 $ 14638.400.0 $14976.200.0 S 13,254,100.0 IA~ 151

R",I GDP Crdw'n 3.57"'- J.Il5~ 2.67% 2.14%

NominlJCDP S 11,142.100.0 $ 11.567.500.0 S 12.638.-100.0 S 13.398,900.0 $ 14,077,600.0 lA/

,"':lJmilllll COP G'rll,:t!, oSl"a 6A9"'- b.02""D 507%

Nomin.. l Rt\"enue S 5,+10.8 S 5,5~2.6 S 5,426.8 S5,-143.6 S 5,(1(,).0 Ie]

.~I1.It'1JUf' GrlJuoth 1.87% ·2.09% O.J/% ·6.99%

N,)les;

1,\1 http://www'~',l:ov/n.'ti,,nJJ;inJ.,.hlm

'Hl Clln I'\',t.d 10 20115 h.". }"'.".

leI :'-:orm..U:t.eJ Re\'~11UI.· from Eli. ~ {lOU7 Tribunt:' Furm I U-K). K"')ult:J n..·rlL!d \)pcr.ltiuns ,1$ nt...lnn.ahll-u fllr \li~omtinllt>c.1

l'I't.'r~liuns.

525

,J

.J

;J



)

) Tribune Consolidated Revenue ($mm)

February Management Projections (1)

)

)

S 6.Z50

H.tKlO

S ~.150

~
S S.500

~

c
v.
v

<1\
S S.2S0

S 5.000

S 4,750 .

H.500 '

1.11'"
..... I.J'"

.,.. .,... u.S""

) = 1001 2009 2010 2011 20U 2013 2014 1015 2016 2UI7
Y...

(1) l1w NY\'ft\1f fi~I\.'t.,,~ indude f(ft('-.1IKt ht.,,,nUlt' ndudins: lht Olica«o Culls ~"d uther dis.continutd .r~tiun. (~.&., SCNt .nd: Hoy. N"w Yo.-Il.J. Prior
~~r~.,)tkJn, of rrv('mw (Ut'ffa.ts inclu!irv. of pro forma (,oMSmatet uI rn,-'nw for tt'w.!R bu1i1"lt.":I1ft W('I'!' rR"'Ct'5/Jary to f.ctlilatrr a cvmpari*, 0' proj«t..-ci A'sulb ta

Ill.:NiIIl rL-..uUa.. which intiLldr thl:' ChingQ Cuba Ilnd 5u~~nlly di5COfltlnurd ~r~lion' (SCNt and Hoy. ~.", Yu,k) in ~portwd amounts.

)
Tribune Consolidated Revenue ($mm)
October Management Projections (1)

S6.250

1.9'"

I ....

I."..... I
:. .

~ ~.:~ ~.I I ",

S6.ooo

S 5.750 .

S5.000

S 5.500

~: s 5.250

2007 IllV8 2010 2011 20U 20lt lOIS 2UI6 ~017

II) fht 1~"·L'"tfl.·I11\l"'·".lblO\·"_luJ"fl""'·,t.t...J r'·v.,"l\u"~l·h.Ji,~,he (hil.lK'!'C\lt>J, ..1"d \)Cho....1."I..hl"U,..t .....·un'l!Plf l('~ '£f'l:l ~".l til"', xc-w YI""I. I'ntl' J'W"'·' ....rh.. ' til
n.'\"""'I" lOfl"l.,tJoI, ..,d\.l~'~'" pw k"m", ~~lIftUlk'1ll" r~""n'l'lo"K" ttw,....·tou"'"~ "C'f"""C('iISM'V ""6\'iIlI" .... Nmp,ri,;on ,.t~....1~,1 ,,~Ib h' .. hl..I ....·..,.hL ".-hl,h ,."kkl.. tto"

(1'11 "let' Cuto. ".~, loU~qU...,..~)· .1.,"u,"h"~",·,I.'I __ntlo,". tSCNr ..r.J II",. s.~.., V'lfk, ,n u'V'If1,-d an'41\1f'tU.
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Both the February 2007 and October 2007 models "benchmarked" future growth

expectations from the growth rates implied by the final year of the detailed annual projection. In

the February 2007 model, the final year was 2011. Thus, the model extrapolated the growth rate

from 2010 to 2011 in determining the growth rate from 2012 to 2016, whereas the October 2007

model added another year (i.e., 2012) and extrapolated the growth rate from 2011 to 2012 in

determining the growth rate from 2013 to 2017. Although this simplified the modeling

assumption, the application of these growth assumptions resulted in starkly different projected

outcomes for Tribune's long term revenue and profitability. Because VRC adopted these

assumptions without adjustment in its Step Two opinion, this significantly (and upwardly)

affected VRC's Step Two valuation conclusions by approximately $613 million.2297

~2'J7 When the Examiner asked VRC why it went from using a tive-year DCF analysis at Step One to a ten-year DCF
analysis at Slep Two, Mr. Browning replied:

So I think this-I don't recall any-there was no discussion that I recall that said, hey, let's move this
from five-year to a ten-year. I think it was probably a natural thought process as we went through it to
say it makes more sense to look at it by len-year. We did-we may have looked at it both ways, but r
don't think the outcome would be material whether it was five-year or ten-year. I don't know for sure.
But there was never an intention to say the five-year doesn't work, let's make it a ten-year,

Examiner's Sworn Interview of Mose Rucker and Bryan Browning. June 30. 2010, at 148:4-18.

Me. Rucker then added:

And if I might add, with a DCF, in your end year, you have a terminal growth rate or terminal mulliple
that's supplied. And so, you know, that's an importunt factor, you know, in your DCF, in your ov.: rail
DCF value. So the mere fact that you switched from a live to a ten. with that terminal value, it doesn'l
necessarily mean you are going to get a substantially different -- different answer.

lei. at 148:22-1 ~9: 10.

As noted earlier in this section of the Report, the change in DCF enterprise value that resulted from adding an
incremcnt:1I live years of discrete period cash now to VRC's DCF Step Two analysis tin relation to VRC's Step
One lmalY'iis wh.:re only live years of discrete period cash !lows were considered before adding a h:rminal
""ILle) <Iddeu apprmilllatdy 5613 11lI 11 illll to the Step Two DCF value. all other things heing e4lml.
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extrapolating growth rates obtained from a comparison of a non-election year financial

performance to a presidential election year expectation, and applying that growth rate annually

thereafter, Tribune's projection model effectively assumed compounding increases in each and

This explains why

the out-year projections developed in the October 2007 model exceeded those used in the

February 2007 model. Although one could argue that the February 2007 model contained the

opposite naw (in effect assuming that no election would occur between 2012 and 2016), in fact

the 2012 to 2016 forecast contained in the February 2007 model was consistent with Tribune's

historical performance, as described above. The Examiner finds it inexplicable that VRC used

the 2013 to 2017 projections in developing its Step Two solvency opinion without making any

adjustment in light of Tribune's historical performance trends, Tribune's performance after the

" ' COMPARISON OF DECEMBER DCF MODElS WITH AND WITHOUT YEARS 6· l(J', "

~~ "':. ',~., ,~<.' at Present Vatue and at Mid ~ge Value ($mm~ f' 'I{':;'.~:~., " , ::

VRC December MDdel

JO,yr~r I/ltaim rl'ri,"I/Jlu~ Terminal Vaillt

Yeo.., 1 • S Yeo.. 6·10 Tenninal Value Tol.1 Enterprise Value

$ 2.644.3 $ 2.085.2 $ 5.480.~ S 10.20':1.9

Allemative VRC Decrmber Modrl

V.lue Difference

I"duli..d in
S 2,6-1-1.J Tl"tlnin ..J V.l1Uf'
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closing of the Step One Transactions, or the assumptions underlying the February 2007

projections or the out years.2298

!~K It appl:ars that as early as December 2,2007, management was aware that VRC had substantialty revised its
analysis to include the extrapolated out-years (i.e., years 2013-2017) in reaching its valuation conclusions for
Tribune at Step Two. On that date, Mose Rucker e-mailed Chandler Bigelow stating:

Please find attached a draft of our internal review document. This will not be shared with the Board.
We will send out the Board Presentation as soon as it is complete.

Ex. 888 (Bigelow E-Mail.datedDecember2.2007).Onthatsamedate.Mr. Bigelow responded: "Thanks." Id.

A review of VRC's work papers dated December 3, 2007 reflect that VRC had revised its DCF analysis to
include a ten-year interim period through 2017. Ex. 740 (VRC Internal Review Document- Tribune Company
Preliminary Solvency Analysis. dated December 3, 2007). It appears that VRC first changed its DCF analysis
from a five-year interim period to a ten-year interim period between sometime between November 27,2007 and
November 30,2007. Compare Ex. 1003 at VRC0067889 (VRC Internal Review Document, Tribune Company
Preliminary Solvency Analysis, dated November 27,2007) with Ex. 742 at VRC0063401 (VRC Internal
Review Document, Tribune Company Preliminary Solvency Analysis. dated November 30, 2007).

Tribune's representation letter sent to VRC at Step Two specifically referenced management's extrapolation of
its projections through 2017 based on the expected growth rates from 2011 to 2012, stating as follows:

The provided financial forecasts of Tribune, on a consolidated and pro-forma basis, (as represented in
the Ellcel file entitled model_negotiated_proposal_november21_2007.11ls" delivered to VRC via e-mail
on November 21, 2007) reflect Management's best estimates of Tribune Base and Tribune Downside
case forecasts. This tile includes projl:ctions based on Management's five-year financial outlook
through 2012 (the"Five-Year Outlook") and the subsequent extrapolation by Management of these
projections through 2017 applying the revenue and operating cash flow growth rates for the fifth year
of the Fi ve-Year Outlook and other underlying assumptions as used in developing the Fi ve-Year
Outlook. While such forecasts are subject to many factors outside Management's control, in
Management's view they are reasonable and attainable based on Management's involvement and
understanding of the business operations. its markets, the strategic vision, the competitive landscape,
and regulatory and economic trends.

Ex. 739 (Representation Letters, dated December 20, 2007).

By contrast. the analog management representation letter sent to VRC at Step One makes no mention of
extrapolated projections or a longer projection period, generically stating:

The provided financial forecasts of Tribune, on a consolidated and pro-forma basis, (as represented in
the financial forecast model (ESOP Transaction Model dated April 4. 2007) provided to VRC reflect
Management's best estimates. and. while such forecasts are subject to many factors outside
Management's control, in Management's view they are reasonable and obtainable based on
Management's involvement and understanding of the business operations. its markets. the strategic
vision. the competitive landscape, and regulatory and economic trends.

Ex. 250 (Represenlation Letters. dated May 9,2007).

The Examiner concludes that Tribune's management must have realized the significance of the added language
in the Step Two representation letter and that VRC's valuations of Step Two would likely (if not certainly) have
renecred these extrapolatl:d projections.

It appears that the Tribune Board was nl:ver presented with the ten-year growth model (i.e.• wirh extrapoluted
years 2013 through 20 17) that rnanagl:lllcnt knew VRC was utilizing to reach its valmllion conclusions. St!f!

Examiner's Sworn Interview llfDonald Grcncsko. July 8. 2010. at 175:16-21 al1l..II~6:13·lll. (In an errata sheet
t1ated July 20. 2010. Mr. Grenesko changed [hI: portions of his testimony hearing on this point. When asked
whether the Illouel prcscllll:d 10 the Trihune Board" induded the e\lrapolated gr0wth rates from 2013 10 2017 or
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The Examiner also evaluated the near term expectations of the Tribune Entities' financial

performance in the October 2007 plan in comparison to analyst expectations in the period

preceding the closing of the Step Two Transactions. The comparison reveals that Tribune

management's expectations regarding Tribune's ability to generate EBITDA from gross revenues

were more optimistic than expectations held by analysts. Because EBITDA is a driver of value,

any overstatement in EBITDA expectations informing the October 2007 plan would result in an

overstatement of valuation results accordingly:

,~" 2008 IBES FORECAST v. OCTOBER PLAN '

Mean

Revenue

Median Mean

EBITDA

Median

)

)

August 2007

September 2007

October 2007

November 2007

Management October Plan

$ 4,982.1 $ 5,015.1

$ 4,971.9 $ 4,983.7

$ 4,993.1 $ 5,014.2

$ 4,987.7 $ 5,009.0

$ 4,936.0

$1,081.7 $1,110.9

$ 1,074.5 $ 1,088.4

$ 1,096.7 $ 1,140.3

$1,092.6 $ 1,135.2

$1,193.0

)

As shown in the chart above, Tribune estimated that it could achieve $1.193 billion in

EBITDA from $4.936 billion in revenue, which equated to approximately 10% higher EBITDA

than analysts' estimates even though Tribune forecasted lower revenues than these analysts.

(2) VRC Unreasonably Ignored its Own Internal Critiques
of the October 2007 Projections.

The Examiner also reviewed and assessed a detailed analysis prepared by VRC of the

October 2007 projections. Of particular note is a VRC internal assessment of the reasonableness

()f Tribune management's revenue and expense growth rate assumptions informing Tribune

wus il only a five:-year mode:I." Mr. Grenesko originally responded: "I believe that was jusl a five-year." /d. at
175: 16-21. The errata sheet, which is uppended to the transcript or Mr. Grenesko's sworn interview. changes
the answer to: "I bc:licve that was just a tive-year model in our plan. bUll bc:lieve VRC's sQlvency report
included projcl.:tions beyond the: iniliallive years," Similarly. when asked whether the deluiled numbers for
years 2013 through 2017 "were leverl provided to the board in u board meeling." Mr. Grenesko originally
responded: "I Jon't hdieve so." ld.:lt 186: 1J-18. The crrala sheel changes the answer 10: "I bcliew VRC's
~()l\'eI1CY reports included projections heyond the nriginullive years.")
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projections that were provided to VRC in late September 2007. 2299 This assessment was

memorialized in several October 29,2007 internal VRC memoranda that, according to Bryan

Browning, were the result of a routine procedure whereby analysts assisting him on valuation

projects memorialized their work,2300

The adjustments to Tribune's projection parameters recommended by the VRC analysts in

these memoranda were the result of VRC's due diligence review and analyses then conducted to

date. The extent of the information gathered and processed by VRC in connection with its

assessment can be gauged, to a significant degree, by the e-mails between VRC and Tribune

management in which VRC requested (and management delivered) the data for VRC's

analysis.2301 VRC's October 29, 2007 memoranda include observations based on discussions

with Tribune's management, independent analysis of the Tribune Entities' historical performance,

and outside analyst opinions reviewed by VRC as part of its analysis,

Changes to Tribune management's revenue and expense growth rate projections, as

recommended by VRC analysts, were incorporated by VRC into a DCF valuation.2302 The

n9Y Importantly. these projections. with respect to forecasted revenue and EBITDA, agreed with the projection
model ultimately relied on by VRC in rendering its Step Two solvency opinion.

2JlXJ See Ex. 1004 al VRC0034756-85 (Mednik E-Mail.daledOctober31.2oo7).Mr. Browning was asked about
the nalure of lhe documenl at his Rule 2004 examination:

Q. Did you see memoranda like this prepared by Mr. Mednik in the October 2007 timeframe'!

A: Yes, memorandum like this. I told all my analysts to pUltheir assumptions to file. so il was a
general kind of procedure.

Ex. 262 at 12\: 10-16 (Rule 2004 Examinatiun of Bryan Browning, December 4, 2009).

!I(ll See. e.g., Ex. 953 (Bigelow E-Mail, Jated September 20, 20(7); Ex. ~97 (Bigelow E-Mail. dated S~ptember 21,
:l007); Ex. lJU I (Bigelow E-Mail, dated September 21, 2007); Ex. tJU2 (Bigelow E-Mail. dated September 2J,
2(07); Ex. 903 (Bigelow E·!vfail, dated September 21,2007); Ex. 904 (Bigelow E-Mail, dated September 21.
:!(07); Ex. 905 (Bigdow E-Mail, dated Septemb~r 25,2007); Ex. 906 (Litman E-Mail, dated September 26,
2007); Ex. 907 (Mednik E-Mail, daled September 27, 2007); Ex. 908 (Bigelow E-Mail, d:Jted September 28,
2007); Ex. 909 (Bigelow E·Mail, t!:Jted September 30,2007); Ex. 910 (Bigelow E-Mail, dared OClOber 3,2007);
E.~. 911 (Bigelow E-Mail. Jaled OClober 3, 20(7); Ex. 912 (Bigelow E-Mail, dated October 15. 2007).

.'ltl~ Ex. IOO-l al VRC0034756·S5 (\Iednik E-Mail, dmeJ October J J. 20(7). VRC analYSiS cOlltributing to the
October 29, 2007 lIll'Il10r:II1Ja in.:ludeJ lellllid :-'kdnik \Broadca~ting R~venue ,\.~suillplion~), Shakespeare
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resulting valuation indications were included in VRC's internal analysis and contrasted sharply

with valuation indications based on DCF valuation conclusions derived from Tribune's

projections without adjustment. The difference at the estimated midpoint2303 of the two DCF

valuations approximated $1.240 billion (Tribune management-based DCF mid-point value of

$10.1105 billion versus VRC's DCF mid-point value of $8.8705 billion).2304

The specific differences between Tribune management's revenue and EBITDA growth

rates on a consolidated basis and the resulting nominal estimations related thereto, as well as

VRC's growth rates and estimations, are presented below. The table also includes the growth

rates and amounts adopted by VRC for purposes of its final valuation of Tribune's operating

assets."2ml~~"Ef;It~~~~~~~E!!!r~!~"~!l~.

\."l~~Jo;~~~ltl!,jJ.~.~t£oort#g(,{Q!iC'ttOOP6i.~i~R61

lames (Broadcasting Expense Assumptions), and Mose Rucker (Publishing Assumptions. Classified
Assumptions. Circulation Assumptions. and Interactive Assumptions).

~J(J) Rather than actually calcUlating a mid-point of their range of discount rates and exit multiple combinations,
VRC typically calculated a simple average of the extreme end-points of the value indications generated From
their range of combinations for purposes of their presentation of ranged DCF values. The Examiner refers to
this mid-point as the "estimated" mid-point, and refers to the mid-point based on application of the specified
parameters yielding a mid-point valuation indication as the "actual" or "calculated" mid-point.

2304 As is typical with shorter duration interim period DCF models, most of the DCF model value is situated in the
terminal period rather than in the discreet interim period projections of both models. Of the $1.240 billion
difference in mid-point value indication between the VRC and Tribune DCF indications, 70.5%, or $873
million, is explained by the difference in terminal period values of the two models. This concentration of value
difference in the terminal period highlights the significance of lhe EBITDA parameters estimated for the last
interim period-$1.383 billion in the case of Tribune's projections and $1.220 billion in the case of VRC's
downwardly revised estimate-since VRC used an "exil multiple" of EBITDA to estimate terminal value. The
differem:e of $163 million in the two terminal period EBITDA multiples is Ihe result of VRC's application of
lower growth and prolilabilily rates during Ihe interim projection period Ihan those applied by Tribune
management. The $163 million in COIling EBITDA difference also explains the substantial difference in
tcrminal valm:s between the two models, since exactly Ihe same exit multiples and discounl rate combinations
are applied to the two respective model's final period EBITDA to estimate the terminal values for each. When
"capitalized" through applicalion of the exit multiple and brought to present value, the $163 million lerminal
period EBlTDA difference explains $873.4 million of the total $1.240 billion oftolal DCF difference. II should
be nOled that in this particular version of VRC's DCF model, six years of inleri m period projections (2008
through 2013) are forecast before a tcrminal period Iperpetuity) value is cillculated based on the application of
..:.tillllultiples ranging from M.Ox to 9.0x.
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i~ t~ CONSOLIDATED ASSUMPTION COMPARISON ($mm)
R~Y.nu.ASlumption." ~M c~. FY2007P FY200IE FY2009£ FY201Di FY 2011£ FY20t1E FY 20UE
Tribun. OClob.r 21,2007 An.lysi. SU56.7 5 ~.936.4 55,016.1 55,146.' 55.2.w.' 55.371.1 5 5.500.~

GrlJWlh R.I, 1.6~ 16% 2.6% 1.9% U"!. H%

VRC October 29, Z007 An.ly.is 5 ~,856.7 54.831.1 $4,856.1 54.898.7 54,953.9 SS.0IS.2 ~ 5.077.3

C",,,,'h R." .(l.S"!. 0.5% 0.9% 1.1% 1.21- 1.2%

VRC D.cember 20, 2007 An.lyoi. 54.856.7 H,936.4 55.016.1 S5,1016.' 55.244.& S 5.371.1 S 5.500.4

(~rLlwtJr R.t~ \.&% 1.6% 2.6% 1.9% 2.~'I. 2.4%

Ope"URS C..h flow A..umplioftl • BOll. C..e fY20D7P FY 200'E fY2009£ fY2DtD! FY 2011£ FY2012£ fY 2013£

Tribune Oc.ober 21, 2007 An.lysi, S 1,160.3 51,193.3 51.236.8 51.281.1 S 1.298.6 51.Jo18.8 51,382.7

ocr Morg;. 23.9% 24.2% 24.7'1. 2~.9'll. 24.8"!. 25.1% 25.1%

VRC Oc'ol>o, Z9, 2007 Anolyo;' 51,160.3 51.106.4 51.131.5 51.152.6 51.172.7 51.202.' S 1,219.7

OerMa'gm 23.9'1. 22.9'1. 23.3% 23.5% 23.7% 24.0'1. 24.0%

VRC D..embn 20, Z001 ...noly.i. 51,160.3 5 1.l93.3 51,236.' 51.282.1 51.298.6 51.348.8 S 1.382.7

OCF M.Tg;n 23.9% 2U'IIo 24.7'110 24,9% 2U"," 25.1% 25.1%

The differences between Tribune management's revenue and EBITDA growth rates for

the Publishing Segment (and the resulting nominal estimations related thereto) and the growth

rates applied by VRC (and resulting estimations), are shown below:

~;, PUBLISHING SEGMENT PROJECTIONS COMPARISON ($mm)

ReVlna. • Bae. Cu. FY2oo7P FY2oo8E FY2oo9E FY 2010E FY 2011E FY2012E fY2013E

Tribun. Oclol>or 28, 2007 An~ly.i. 53.692.6 53,679.9 S 3,752.0 S 3.840.2 53.927.6 54.019.3 54,113.1

GrOlulh R.I. ·6.6% -0.3% 2.0'Y0 2.4% 2.3% 2.3% 2.3%

VRC Oclober29. 2007 An-ly.l, 53.692.6 53.599.4 53,596.7 S J.011.0 53,637.3 53,668.9 53,700.7

Grou~h R.I. -6.6% -2.5% -0.1% M% 0.7% 0.9% 0.9%

VRC D..e",ber 20, 2007 AnAlysi, 53,692.6 S 3,679.9 53.752.0 53,840_2 53,927.6 54,019.3 $4,113.1

Growlh R.I. -6.6% -0.3% 2.0% 2.~% 2.3'''- 2.3% 2.3%

Opu.linl! Cosh Flow • B... Cu. FY 2oo7P FY 200lE FY2009E FY2010E FY2011E FY 2012E FY 2013£

Tribune October 28.2007 An.lysi. S 818.2 5786.1 5814.2 S 8~4.2 5874.8 S 906.3 S 927.5

UCFMQrgm 22,2% 21.~% 21.7% 22.0% 22.3')(, 22.5% 22.5'K.

liRC October 29,2007 An.ly.is S 818.2 5744.9 5754.7 5766.~ 5786.1 S fl()3.8 5810.8

22.2% 20.7".!. 21.U"¥.. 21.2~Y. 2l.6'l(, -
11.9"(,lXF .\f"r~i" 21.9·~

liRe lJe..mb., 20,2007 Analr,i, ; 81K.2 S 7~6.1 5814.2 S 844.2 S874.8 S 9!Jr..3 S~175

ocr M",.~ill ~2.~·XJ 21.4% 2L7':~ 220% 22.)'Y. 2Z.5% 22.5%

A comparison of Tribune managemem's and VRC's Publishing Segment EBITDA

projections inJicatcs that the lower EBlTDA projected by VRC is explain~d not only by
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reductions in projected revenues but also by modest reductions in EBITDA margin, which

appears to average approximately 60 to 80 basis points lower in VRC's estimates.nos

The following table similarly compares Tribune management's and VRC's rates and

nominal estimates of revenue and EBITDA projections for the Broadcasting Segment:

BROADCASTING SEGMENT PROJECTIONS COMPARISON ($mm) ..
Revonue - Bue Cue FY 2007P FY 200lIE FY 2009£ FY 2010£ FY2011E FY2012E FY2013E

TribliM Octo~r28, 2007 An~lysi. S 1.164.1 S 1.256.5 51,264.1 51,306.6 51.317.2 51,351.8 S 1,387.4

Gruwth R.,. ·~.7')1, 7.9')(, 0.6')1, 3.4% 0.8% 2.6% 2.6%

VRC Octobe, 29, Z007 An~IYII. S 1,164.1 51.231.6 $1,259.3 51,287.7 S 1,316.7 51,346.3 $ 1.376.6

G.olurh R.,. ....7% 5.8% 2.Z')I, 2.3"" 2.3"" 2.2"4 2.3%

VRC Docem be, ZO, 2007 Anolysi. $1,164.1 51.256.5 51.264.1 51.306.6 51.317.2 S 1.351.8 S 1.387.4

C,ur.fh R.t. -4.7% 7.9'll, 0.6% 3.4" 0.8% 2.6% 2.6%

Oper1lins C~sh Flo... Bue Cu. FY2007P FY 2OO8E FY 2009£ FY2010E FY2C11E F·Y 2012£ FY201JE

Tribun. OctDber 28,2007 Analysis 5383.7 H48.S S ~63.9 $479.3 5~65.0 5483.8 5496.5

OCF M••girt 33.0% 35.7% 36.7% 36.7% 35.3% 35.8% 35.8%

VRC Odober 29, 2007 Analysi. 5383.7 $ 402.7 5418.1 S427.5 $427.9 5 -140.2 5450.1

OCFMorgirt 33.0% 32.7% 33.2% 33.2% 32.5% 32.7% 32.7%

VRC December ZO, 2007 Anolysis S 383.7 SH8.S 5463.9 5479.3 5465.0 S 483.8 5496.5

OCF Ma••~irt 33.0% 35.7% 36.7% 36.7% 35.3% 35.8% 35.8%

Importantly, these tables compare Tribune's "base" case projections to VRC's "base"

case, so there is no apparent basis to assert that the difference between VRC's and Tribune's

projections is explained by comparing a "base" case on the one hand to a "downside" or more

pessimistic case on the other. In fact, VRC's internal memoranda, prepared for all of the

businesses within each of the Publishing Segment2306 and the Broadcasting Segment, explicitly

lJUS VRC's October 29, 2007 memoranda apparently do not discuss Publishing Segment expenses (and therefore
margins) despite having a section devoted to projected Broadcasting Segment expense growth and despite clear
.:vidence that YRC downwardly adjusted Tribune's Publishing Segmem margins in establishing VRC's
projected ~)perating cash Ilows. It is possible that VRC downwardly adjusted the Publishing Segment's overall
EBITDA margin to account for VRC's lower estim:lte of Tribune interactive revenue. A reduction in interactive
revenue would result in a reduction in overall publishing EBITDA margin because of the elimination of
interactive's EBITDA contribution at approximately ~O% of its revenue, which is much higher than Ihe
EBITDA margin of the Publishing Segment's without the interactive unit. Set! Ex. 1004 (Mednik E-Muil. dated
October 31. 20(7).

!.\On The segments addrcsst:d by VRC IIlcmor:uuJa include print advertising .segments "Retail," ":-J'<Ilional," and
"Classilit'll." as well as the Pubbhing SCl;lIlem\ "Cin:ulaliull" and ·'Illtefil..:tivc·' bu,incss units. The \Inly IInil
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discuss Tribune's projected growth rates in tenns of "reasonableness" and are prepared for "base"

11 "d 'd" ' 2307 M h 'd 'fi dd'f+' bcase as we as ownsl e case scenanos. oreover, tel ent! Ie I lerences etween

Tribune's and VRC's growth rates are the result of VRC-proposed alternative growth rates based

on VRC's independent assessment of Tribune data as well as third-party analyst benchmarks and

expectations, among other sources of relevant infonnation (including information obtained at a

two-day meeting with Tribune management in September 2007).2308

It is clear from the comparison of Publishing Segment projected revenue and operating

cash flow that the gap between Tribune's and VRC's projections grows over time based on the

differences in growth rates applied. These differences result in significant disparity in the

present values of the interim cash flows as well as the respective present values of Tribune's

tenninal period value. In fact, the difference in the final year (2013) of the interim period

projections of Publishing Segment operating cash flow (approximately $116.7 million of the

$163 million difference in consolidated EBITDA) explains the majority of the overall difference

in present value between the DCF indications of tenninal period value informed by Tribune's

projections and those infonned by VRC's projections, Moreover, the difference in projected

final year Publishing Segment EBITDA explains approximately $625.1 million of the

$873.4 million difference (71.6%) between the two terminal period valuations at the mid-point

and approximately 50% of the overall $1.240 billion difference.

not specilically aJdrcssed in malerials reviewed 10 dale is the Publishing Segment's "Olher" unit. that includes
disparate business units like contract delivery and printing, Tribune Media and Tribune's direcl mail business,
among others, See id,

~)Il7 Id.;11 YRC0034756-85.

1.1()~ Moreovcr, YRC actually upwardly revised at least one Tribune growth rate projection, apparcntly bccause it
bdicycJ managemcnt's projection 10 he too conseryulive. YRC projected n negative growth rate of IJo/c for
2009 mllional advertising revenue. It/. at YRCO()3~777. By contrast, Tribune management's projected growth
rale \Va~ ncgalivc ~..f(.:;,.
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It also appears that the different assumptions applied to the interactive business by

Tribune management and VRC accounts for a substantial portion of the difference in resulting

enterprise values. To generally gauge the impact that management's and VRC's differing

treatment of the interactive business had on their respective valuations,2309 the Examiner applied

a 40% OCF margin to the difference in revenues of approximately $191.9 million projected by

Tribune and VRC for the interactive business in 2012:

F. . INTERACTIVE ASSUMPTION COMPARISON ($mm)
Rnenue Auumptlona • 8~te Cue FY2OO71' FY2008E FY 2009£ FY 2010E FY2011E FY 2012E

Tribune October 28. 2001 An~lysl. 5262.0 5318.0 S ~06.J 5507.9 56lX).8 5712.5

Growth RIll. 15.9% 21.4% 27.8% 25.0% 18.9% 18.0%

VRC Odober 29. 2001 An~lysis 5262.0 S 308.9 5358.0 5407.7 S 460.7 5520.6

Grl1Wlh /l.t. 15.9% 17.9% 15.9% 13.9% 1M'l(, 13.0%

) VRC December 20, 2001 An.lysi. 5262.0 5318.0 5406.3 5507.9 5603.8 S 712.5

Gmwth Rat. 15.9% 21.4% 27.8% 25.0% 18.9% 18.Q'l(,

From this comparison, the significance of the interactive business as an element of the

Publishing Segment's value becomes apparent. The interactive business' OCF contribution of

$76.8 million explains approximately 75% of the total $102.5 million difference between the two

projection models in 2012. This difference is demonstrated in the chart below:

)

~Hl'! Unfortunately, because VRC Slopped projecling revenues and margins for the specific units of the Publishing
Segmenls at 20 I2. and forecasted aggregale Publishing Segment revenue and margin in 2013 based on a
"blended" 2012 revenue growlh rale and observed 2012 EBITDA margin. calculating the specific impacllhat
the inleraclive business had on lhe lerminal value is extremely difficult Neither managemenl's projel:tions nor
the DCF models used by VRC contain sufticient delail wilhin the computations to establish the imeractive
hu.~iness' EBITDA margin. However, based 011 profilability projeclions conlained in a summary of projected
Tribune's imeractive business operating performance, the interactive business wa.s forecasl 10 contribute to
operating cash now at a subslanlial40% OCF margin. Ex. 956 (Tribune InterOll:tjve 2006-2012 Projections).
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.:,' INTERACTIVE V. PUBLISHING EBITDA CONTRIBUTION ($ mm}

(1) Ex. 1004 at VRC0034787 (Mednik E-Mail. dated October 31,2007).

(2) Ex. 1004 at VRC0034798 (Mednik E-Mail. dated October 31. 2007).
(3) EBITDA for Interactive under both Tribune and VRC analyses has been assumed to
be a 40% EBITDA Margin. EBIIDA Figures presented under Publishing for both

Tribune <:Ind VRC are <:IS seen in Ex. 1004 at VRC0034787 and VRC0034798 (Mednik E-Mail.
dOlled October 31, 2007).

The differences between Tribune management's and VRC's forecasts of projected annual

revenue for the interactive unit are substantial. Included in VRC's October 29,2007 memoranda

is a write-up of "Interactive Assumptions" apparently authored by VRC's Mose Rucker. In that

document, Mr. Rucker makes a series of observations in arriving at his downward adjustment of

the growth rates that management had applied to projected interactive revenue to forecast

performance of the interactive unit over the period 2008_2012.2310 Negative factors considered

by Mr. Rucker included the competitiveness of the interactive space, Oppenheimer's and Credit

Suisse's estimated growth for the interactive business generally, and the specific decline in

interactive growth experienced by Tribune in 2007. 2311

;.111) b. 1004 al VRC00347R4-X5 C\Ic<.lnik E·~laiJ, <.lated October 31. 2007).

;\11 /rl. at VRCOO.H7S4.
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On the other hand, Mr. Rucker acknowledged that the amount of Tribune's planned

investment was a mitigating factor as was management's positive view of its new Metro Mix

offering.2312 In the end. apparently based on the fact that Tribune management's projected

growth rates greatly exceeded "industry anticipated growth rates," among other factors,

Mr. Rucker downwardly revised management's projections.2313

The VRC October 29, 2007 memoranda also contain, among other things, several

memoranda from Mr. Rucker memorializing observations and analysis of revenue forecasted for

all units of Tribune's Publishing Segment with the exception, as mentioned earlier. of the "Other"

category of the Publishing Segment's businesses. Revenue projections for Tribune print

advertising segments, "National," "Retail," and "Classified" are each addressed in separate

memoranda, as are the "Circulation" and interactive business segments.2314 Each memorandum

includes observations made by management, VRC summaries of analyst research, and the results

of VRC's own analysis of Tribune's historical performance.23J5 Each memorandum also contains

VRC's conclusions as to adjustments to revenue growth rates used by Tribune's management to

project base case, downside, and "most stringent" case revenue performance for the Publishing

Segment. 23 16

The following tables show the disparities (and similarities) between Tribune

management's revenue projections and VRC's adjusted forecasts for the Publishing Segment.

The tables also provide the projected performance as contained in VRC's December 20, 2007

model:

~m It!. at VRC0034785.

~J1J Id.

~.11~ fd. '11 VRC0034772-l'\5.

"I~ It!.

.' \1(, Irl.
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',: ' ,NATION~L PUBLISHING ASSUMPTION COMPARlSON ($mm) , " .' ';

t

VRC Odober 29,2007 Analysis S 661.7 5648.4 5639.7 5623.6

Growth RQte -5.0% ·2.0% -I.J% -2.5%

VRC lncember 20,2007 Anolysis 5661.7 5651.6 5636.1 5620.1

GN1W/h R.I. -5.0% -1.5'10 -2.4% -2.5%

Revonue Assumptions. 8.H Cue

Tribune Odober 28, 2007 Analysis

G",wth R.I.

FY 2007P

S661.7

·5.0%

FY Z008E

5651.6

-1.5%

FYZ009E

5636.1

FY2010£

5620,1

-2.5%

FY 2011£ FY 2012E

S61t.t 5598.7

-1.4% -2.0%

5614.6 5602.1

-1.4% ·2.0%

$611.1 5598.7 '1
-1.4% -2.0%

, RETAIL PUBLISHING ASSUMPTION COMPARISON ($mm) .

R.vonue Auumpllonl • Bas. C.se FY 2007P FY2008£ FY2009£ FY 2010£ FYZ011E FY 2012E

Tribune Odober 28, Z007 An.lysi. 51,Z]1.0 51,231.5 51,237,2 S 1,242.5 S 1,255.5 S t.Z67.4

Growth ~t. ·].9% 0.0% 0.5'10 0.4% 1.0% 0.9%

VRC Ocfub.. 29, 2007 Analysi. S 1,231.0 S 1.214.4 S 1,2U2.] $1,199,3 S 1,196.3 S 1,193.3

Growth R~t. ·].9% -1.4% ·1.0% -0.2% -0.3% -0.2%

VRC O...mbt!r 20, Z007 Analy.it S 1,231.0 $1,231.5 S 1,237.2 S 1,242.5 $1,255.5 S 1.267.4

Grow/hRat. -3.9% 0.0% 0.5% 0.4% 1.0% 0.9%

~ CLASSIFIED PUBLISHING ASSUMPTION COMPARISON ($mm)

Revenue Assumptions. Sa.. Cue FY2007P FY2008£

Tribune October 28,2007 Analysis S 739.3 S 6S0.5

Growth R.t. -21,2% ·12.0%

VRC Odober 29, 2007 Analysi. S 739.3 ..$ 621.0

Growth R.r. -21,2% -16.0%

VRC Oecember 20, Z007 An.lysi. S 739.3 S 650.5

Growth RQt. -21.2% -12.0%

FY2009E

S 637.2

-2.0%

$ 591.5

-4.7%

S 637.2

,2.0%

FY 2010E FY2011£ FY 2012E

S625.1 S 604.5 S579.8

'I-1.9% -3.3% -l.I%

5575.2 S 559.4 $544.0

-2.8% -2.7% -2.8%

$ 625.1 S604.5 $579.8

-1.9% -3.3% ..... 1%

<J

\. CIRCULATION PUBLISHING ASSUMPTION COMPARISON ($mm)

R.vonu. Assumptions· S••• Clle FY 2OO7P FY2008E FY2009E FY20JOE FY2011£ FY Z012£

Tribune Odub.. 28, 2007 Analy.is 5528.1 5511.1 $ 495.4 $ 479.9 S 464.6 S449.8

Growth R.r. -5.2% -.1.2% ·3.1% -3.1% ·3.2% -3.2%

VRC Odobe' 29, 2007 An.ly.i. S528.1 $509.1 S 492.8 $477.1 S 461.8 $441.1
,)

Growrh R.I. ·5.2% -3.6% -3.2% -3.2% -3.2% -32%

VRC O.comb.. 20, 2001 Analy.i. S 528.1 S 511.1 S 495.4 $ 479.9 S 464.6 S 449.8

Grclwlh R4ftt -5.2"<. -3.2% -3.1% ·3.1% -3.2% -3.2%

.)
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·1- OTHER rUBLISHING ASSUMPTION COMPARISON ($mm) .

Revenue AHumplionc - Bu. Cu. FY2007P FY2008E FY2009E FY2010E FY 2011E FY 2012E

Tribune October 28,2001 Anllysis S 270.6 5317.1 S 339.7 5364.7 5388.1 $411.2

Growth RJlI. 6.8% 17.2% 7.1% 7.3% 6.4% 6.0%

VRC Oeloh. 29, 2007 Anllysic 5270.6 S 297.6 5312.5 5328.1 53.....5 5361.8

GrllWth RIOt. 6.8% 10.0% 5.0% 5.0% 5.0% 5.0%

VRC Decembe. 20, 2007 Anllysi. 5270.6 5317.1 5339.7 5364.7 5388.1 5411.2

Grtllulh R.I. 6.8% 17.2% 7.1% 7.3% 6.4% 6.0%

There are also several VRC memoranda authored by Leonid Mednik critiquing Tribune

management's projections of revenue under "base," "downside," and "recession" cases for the

Broadcasting Segment.2317 The difference between management's and VRC's projected revenues

for the Broadcasting Segment is partially obscured by the differing projection approaches taken

by each. For purposes of its projection of Broadcasting Segment revenues for the interim periods

2009 through 2012, VRC used a "smoothed" estimate of growth based on an average annual

growth rate to approximate the results otherwise obtained through application of a "stair step"

form of projection.2318 In contrast, the stair step projection approach used by Tribune

management arguably better and more accurately captures the timing of expected cyclicality of

revenue performance due to the alternating two year impact of presidential and midterm election

years which boost expected revenue as a result of extra advertising spending associated with

political campaigns. Application of the smoothed projection rate, however, is not a fatal

simplification of the stair step projection, since projections based on the uniform growth rate

results in overestimation one year and underestimation the next, all other things being equal.

1111 Id. 011 VRCO{)3~756-64.
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." BROADCASTING SEGMENT PROJECTIONS COMPARISON ($mm)

R.n..ue Assumptlo... • Bu. Cu. FY 2007P fY 2008£ FY2009£ FY 2010E FY 2011E FY2012E FY2013E

Trib..... October 28, 2007 An.lysi. S 1,164.1 S 1,256.5 5 1,26-1.1 S 1.306.6 S 1,317.2 51,351.8 51.387.4

Crou"h RaIL -4.7% 7.9% 0.6% 304% 0.8% 2.6% 2.6%

VRCOdober 29,2007 An.ly>l. 51,164.1 51.231.6 S 1,259.3 51.287.7 S 1,316.7 51.346.3 S 1.376.6

Cwrvlh R"tt -~.7'1(, 5.8% 2.2% 2.3% 2.3% 2.2% 2.3%

Ollf.r..... 50.0 (524.9) (H.8) (518.9) (S 0.5) (55.5) (510.8)

Nomin.' Margin I'rrrmlagt DifftTtn<t CJ.O% -2.1% 1.6% .1.1% 1.4% ·O.~% -Il.~%

% DifJtT'""" 0.0% ·2.0% -11.4% -1.4% 0_0% -lJ.4% -0.8%

Op.ratl..s Cash Flow • Base Cu. FY 2007P FY 2008E FY2009E FY2010E FY2011E FY2012E FY 2013E

Tribun. Octob.r 28,2007 Analysi. 5383.7 SU8.S 5463.9 5479.3 5465.0 5483.8 $ 496.S

ClCF Margin 33.0% 35.nc. 36.nc. 36.7% 35.3% 35.8'X. 35.8%

VRC October 29, 2007 Analysi. 5383.7 5402.7 H18.1 5427.5 5427.9 5440.2 5450.1

OCF Margin 33.0% 32.7% 33.2% 33.2% 32.5% 32.7% 32.7%

OUfnen.. 50.0 (545.8) (545.8) (551.8) (537.1) (543.6) (546.4)

Nominal Margin I'trtmtagt DifJtrtnrt 0.0% -3.0% -3.5% -3.5% -28% ·3.1% -3.1%

'Y. Di/ftrtl"t 0.0% -10.2% ·9.9% -10.8% -8.0% -9.0% -9.3%

In the case of the Broadcasting Segment, VRC's significant departure from Tribune's

EBITDA projections principally results not from differences in the respective projections of

revenue, but rather from VRC's adjustments to operating expenses based on divergent

assumptions about expense margins and the rate of growth of Broadcasting Segment expenses.

The difference in operating cash flow margin ranges between 300 and 350 basis points. Such

differences in OCF margin result in nominal OCF differences ranging between approximately

8.0% and 10.8% and result, for example, in a year-end 2013 difference in projected OCF of

approximately $46.4 million.

Also among VRC's October 29, 2007 internal memoranda is a write-up of "Tribune Base

Case-Broadcasting Expense Assumptions" authored by VRC's Shakespeare James. 2319 In one

of his memoranda, Mr. James explicitly acknowledged planned cost savings (and related

Broadcasting Segment EBITDA margin) associated with the sale of the low-margin Chicago

Cubs and Tribune entertainment units as well as management's planned effort to reduce costs by

~\I'I Id. al VRCO!B<l765-hS.
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$200 million during 2007 and 2008.2320 As with other assumptions made by Tribune

management, however, Mr. James appears to have considered Tribune's claims of improved

performance within the context of Tribune's historical performance and other pertinent factors

and determined that Tribune's projected margin improvements were unreasonable. Mr. James

concluded:2321

VRC has assumed a margin at the midpoint of the base case and
the historical 10 year average to conservatively reflect achieving
only part of the planned $200 million dollars in cost savings that
the Company hopes to achieve in 2007 and 2008. VRC has derived
an expense ration of 65.2% for 2008, 64.7% for 2009, 63.7% for
2010, 65.4% for 2011 and 65.1 % for 2012.

Most notably, as is discussed elsewhere herein, the revisions that VRC made to Tribune's

operating cash flow projections, as memorialized in its internal October 29,2007 memoranda,

appear to be one of only two times that VRC adjusted Tribune's projections.2322 The projections

underlying VRC's models both before and after this date adhere to the amounts presented as

Tribune's projections in every other iteration of VRC's models.

The above-discussed memoranda demonstrate that VRC performed detailed analyses of

management's October 2007 projections and made multiple (principally) downward adjustments.

Yet. in the end. VRC inexplicably ignored all of the conclusions it reached in these memoranda

and proceeded to use the October 2007 projections without change in its Step Two solvency

opinion.2323 The critiques contained in the memoranda are difficult to reconcile with VRC's

mn ttl. at VRC0034765.

?J21 fd. ut VRC0034768.

:.122 The other time was in connection Wilh VRC's determination of an enterprise value in connection with its
December 20, 2007 opinion in which VRC work papers rellect that VRC considered altemative revenue and
protitabilityexpectations. Ex. 913 at VRCOO19373-74 (VRC Draft Model, dated December 20.2007).
llowever, as with the October 29, 2007 revisions that VRC con.~idered, VRC ignored these numbers as well.

:.11.1 The Examiner did not have the opportunity to evaluate lhese memoranda hcfore his inlcrview with Mr. Rucker
and Mr. Browning or senior Tribune financial munagemcllt and. uccon.lingly. this is un urea that muy wurrant
further investigalion.
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ultimate conclusion that management's projections were reasonable and should not be

rI~~J?~j~~R~;(~!mt~~~;~~,~'!!{~~;.~~~t8!~~~':",~,~~!ffl;M1

··dOWilW~itW~~.i1q~~fqil~:~~~P~ .~~f!~~~!~~~~~~~.~~$J~~s,~~~~~1!rtl

~j~1)~~~~~~~g~~I:m::R9!I,;'rn.~~~m.$.l]tt.I"

c<m(emntL~f.~.~~a!;J~I.l~rq~~,~,gott..,.;~.~J"'~~~!Il• __ .~ I""", .. ~ ..."";~~ ....~~.

·lt~J'I!!.'lt1ttw·t1e"C:1i1m:tlV,i.~VRCI·~~"m~tIb-;Qaffiim;n:"(;;.r·;'~P.~~ltf.Ci~·fi""
~rE:.,~~:~, ..,~~~~~';..:t~":.·::~· ...\~~:t~.Wj.··tsY'''~~;HOo8"t:.: •.,,Vf~·.OIl'''~'t\E.~JJt:~R~.~~i;tJW~·' ...'t;IS!~z~

m4 When interviewed by the Examiner, Mr. Browning testified as follows:

Q: At any time throughout your work for Tribune Company and given what you have learned
about Tribune to date, do you have reason to believe that Tribune's projections that were
provided to VRC in connection with VRC's work in issuing both solvency opinions were
unreasonable at the time?

A: ] believe at the time that-and, frankly, I still believe this now, is that management was giving
us what they believed were their forecasts what they believed could be achieved. I don't
believe there was any attempt -- at least in my opinion-and, you know, we are paid to look at
management or look al companies thaI give us that to discern whether or not these things are
right or not. And discern if somebody is telling us a story or not. And at the time, I believe
that they thought those forecasts were achievable and I do believe that they thought they were
conservative. BUI-and so--and so no I think they were reasonable.

Examiner's Sworn Interview of Mose Rucker and Bryan Browning, June 30, 2010, al 330:5-33\ :7.

Earlier in the interview, Mr. Rucker echoed similar sentiments:

Q: What do you recall, if anything, aboulthe discussions you had with Tribune management in
relation to the change in revenue growth from .5 percent at Step I to 2.4 percent at Step 2?

A: The gcneml -- Illy general recollection was because things were in a slight decline now or
they wae declining now, that management would anticipate that in the outer years, that as the
economy recovered and things recovered, that there would be higher growth rates.

Q: And did VRC believe thaI that was a reasonable assumption?

A: We concluded that it was reasonable.

Id. at 162:3-21.

~m Although VRC relied on management's projections. it also developed ils own cohol1 company Tllultiples to
which VRC thl.'n applied Tribune metries (£'.g.. EBITDA) in I::llculating \)perating asset values.
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(3) VRC's Step Two Solvency Analysis Contained Several

Other Significant Errors.

!i1l4.f~!U6iJ~i~~~m~te~~y~t;;:~:s.t~::rw.CJ~~~~t:ncy"op,i~io~sU.t'f~l~~

n~P:TF'@liiQUfirf"PfO"ti" In particular. the Examiner finds that:

• VRC used discount rates in its DCF analysis that did not properly reneet

the risk of achieving forecasted future cash flows, particularly regarding assumptions for growth

in Tribune's interactive business.2327

W6 To compound matters. whereas YRC used years 2007 through 2012 from the February 2007 projections to
determine Tribune's interim period value for its Step One solvency opinion (after which YRC added a terminal
value based on the application of an exit multiple). YRC used year 2008 through 2017 projections (ten years)
for purposes of determining Tribune's interim period value in its Step Two solvency opinion. See Ex. 72 I
(Tribune Company Model, dated November 21, 2007). The Examiner finds that this change in methodology
was unreasonable because Tribune's growth projections during this ten-year time horizon were inconsistent with
the reasonable expectations at the time. By incorporating an additional five years of projected operating
performance (for the period from 2013 through 2017) into its DCF valuation model. YRC adopted'a
consolidated Tribune growth rate of approximately 2.41 % for tive years, at which point it estimated a terminal
value for Tribune, using perpetuity growth rates ranging from 0.38% to 2. I3%. As noted, according to YRC's
December 20,2007 Step Two solvency opinion, the projected cash flows for years 2013 through 2017 were
extrapolated from the five-year projection (2008 through 2012) provided to YRC by Tribune management (and
referred to by YRC as the "Base Case Forecast") by applying the "revenue and operating cash flow growth rates
for the fifth year of the Base Case Forecast and underlying assumptions as used in developing the Base Case
Forecast (the 'Management Five-Year Extrapolation')." See Ex. 728 at TRB0294013 (YRC Step Two Solvency
Opinion. dated December 20,2007). Had YRC simply calculated a terminal value after the tirst five years of
projections and used the same implied mid-point perpetuity growth rate as it actually did in its December
valuation, the value of Tribune based on a DCF approach would have been approximately $612.5 million less
than Ihe $10.2 10 billion it actually calculated (based on its mid-point terminal value estimate), as described
previously.

1327 The Examiner notes that YRC applied the same range of discount rates in performing its December 2007
~valuation as used in its May 2007 evaluations, despite lherecognition that Tribune had performed unfavorably
to plan for vil1uully every month in 2007. except September. See Ex. 271 at YRCOO5 1430 (Mednik E-Mail,
dmed May 4, 2007); Ex. 240 (Brown Book for P~riod l, 2007); Ex. 241 (Brown Book for Period 2, 20(7);
Ex. 915 (Brown Book for Period 3.2007); Ex. 78 (Brown Book for Period 4, 20(7); Ex. 635 (Brown Book for
P~riod 5. 2007); Ex. 636 (Brown Book for Period 6. 20<)7); Ex. 637 (Brown Book for Period 7.2007); Ex. 638
(Bmwn Book for Period 8. 2007); Ex. 639 'Brown Book. for Period 9, 2007); Ex. 640 (Brown Book for
Period 10,2007); Ex. 64\ (Brown Book for Period 11,2007); Ex. 642 (Brown Book for Period 12, :1(07).
Based on ;In evaluation lIf historical and projected Tribune interactive revenue and operational performance.
and as confirmed by Timothy Landon and Harry Amsden in their respective inlerviews with Ihe Examiner.
Tribune's inlerm;tive business W;lS a higher growth, higher risk 11llsiness than :lOy of its counlerp,lrt busil1l::ssl:s in
the Publishing Segment and the Broadcasting Segment. Exarniner'~ (men'iew of Timothy Landon. June 2::!.
2010; Exarniner\ Interview of Harry .'\mstlen.July 2. 2010. ~lr. Amsden indic:Jlcdlhal (he projecteJ cash now
performancc of the inleraclivc husiness was inforn1l'J hy expectation., regarJing prlllluct JC\"e!opll1cnt and
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• VRC improperly gave equal weighting to values derived using a

multiples-based approach and a DCF approach, because the DCF derived value is based on a

specific forecast of Tribune's cash flow generating characteristics and attributes (including, for

example, significant geographic concentration on Florida and California), and cohort companies

identified by VRC as comparable to Tribune can be differentiated from Tribune both

qualitatively and quantitatively.232s

acquisitions that had not, at the time of the projections. been undertaken or completed. Examiner's Interview of
Harry Amsden, July 2, 2010. Mr. Landon indicated that an appropriate discount rate to apply to such projected
cash tlows would be "double digit." Examiner's Interview of Timothy Landon, June 22, 2010. Mr. Amsden
also spoke of the projections related to internal development and acquisitions as "speculative." Examiner's
Interview of Harry Amsden, July 2,2010. Accordingly, the Examiner finds that the cash flow projections
related to Tribune's interactive business require application of a discount rate considerably higher than the rate
otherwise applicable to the non-Interactive portion of the legacy Publishing Segment and Tribune's
Broadcasting Segment.

In developing its equity cost for purposes of detennining an appropriate discount rate for its DCF, VRC
observed capital structure information for selected Tribune cohorts. In an effort to assess the extent to which
the cohorts' betas might renect risk associated with internet-based operations similar in nature to Tribune's
interactive business, the Examiner reviewed available infonnation for each company comprising the group VRC
~e1ected. The group was comprised of E.W. Scripps Co., McClatchy Co. Holding, The New York Times Co.,
Belo Corp., and Media General, Inc': Of the three companies ,for which interactive revenues could be
ascertained, only E.W. Scripps Co. reported interactive revenues at a level commensurate with Tribune (E.W.
Ilcripps Co. $271 million v. Tribune $265 million). The other two companies, McClatchy Co. Holding and.
Media General Inc., reported modest revenues from interactive activity of approltimately $47 million and $21
million respectively, (representing 2.8% and 2.2% of their total revenues, respectively). The New York Times
Co. appears to have considerable interactive business exposure but the revenues associated therewith were not
ascertainable for 2006. In its SEC filings, Belo Corp. indicates an interactive component to its business, but
revenues associated therewith were likewise not ascertainable.

Of note is the fact that E.W. Scripps Co. and The New York Times Co., two cohorts apparently with substantial
exposure to interactive, exhibited among the lowest betas observed by VRC (E.W. Scripps Co.-Raw: .51 and
Adjusted: .70; New York Times Co.-Raw: .81 and Adjusted: .89). Ex. 742 at VRC0063430 (VRC
Preliminary Solvency Analysis, dated November 30, 2007). It would appear unlikely therefore that the risk
Jssociated with the interactive businesses within these companies was driving their risk profiles in any
significant manner. This may be a result of the relative maturity of the interacti ve components of these
companies. or differing expectations regarding growth and profitability within their respective businesses.

II is important to recall that the projections developed for Tribune's interactive business, although premised on
the e"isting business. also based a substantial portion (approximately 40% by 2012) of projected future
operating cash flows un the realilution of then-nascent. poteillial start-up projects and unidenti tied acquisitions.
E". 956 at VRC0026 I 19; Examiner's Interview uf Hurry Amsden, July 16,2010. In this way, Tribune's
interactive business is distinguishable.

For example. many "comparables" perform better than Tribune across important timmcial metrics such as
growth rates and profitability margins or are qualit:nively distinguishable on the basis of service and product
offerings.

Based on the w~ighling useu by VRC in J vas ion of their valuation summary lhat was Jcvdopcu for allL!
IlldllJCJ ill a :\-tay 9. ~007 til'll!' presentatioll. the \\·t:ighting of Iht: appmachcs W,lS as fnllo\\s:
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. VALUATION METHOq
Comparable Companies (25%)

Comparable Transactions (10%)

Discounted Cash Flow (40%)

Sum of Business Segments (25%)

Ex. 1117 at VRC 0038534 (Draft of VRC Solvency Opinion Analysis. dated May 9.2007).

When these "preliminary" weightings are applied to the valuation indications generated for VRC's
December 20. 2007 solvency opinion, the average operating enterprise value is computed as follows:

': VRC SUMMARY DECEMBER 20, 2007 (at original weighting)
Valuation Summary

Valuation Method low Mid High

Comparable Companies (25%) 59,2018.1 59,865.3 510,482.5

Comparable Transactions (10%) 510,782.0 511,081.5 511,381.0

Discounted Cash Flow (oW%) 59,525.6 510,234.4 S 10,943.2

)
Sum of Business Segments (25%) 59,316.8 $9,909.7 S 10,502.5

Average Operating Enterprise Value $ 9,529.7 $10,145.7 510,761.6

VRC December 20 Value (Based on Equal Weightinsl $9,718.1 $10,272.7 $10,827.3

)

)

A comparison of the December 2007 average operating enterprise values derived under the original and actual
December 2007 weightings indicates differences under each of the ranged categories, from low to high.
Although the differences in average operating enterprise value are not large. the significance of the differences,
when considered in the context of concluded equity value or solvency, become more apparent. See Ell. 917
(VRC Solvency Model):

,
CHANGE IN CONCLUDED RANGE USING EQUAL v. ORIGINAL WEIGHTING' -

Valuation Summary

Valuation Method low Mid High

Average Operating Enterprise Value (Revised) $ 9,718.1 $ 10,272.7 $10,827.3

Average Operating Enterprise Value (Original) $ 9,529.7 S 10,145.7 S 10,761.6

Difference Due to Changed Weighting 5188.4 $127.0 565.7

Concluded Equity Value (Original) $ 743.2 $ 1,650.2 $ 2,557.1

Concluded Equity Value (Revised) $ 931.6 S 1,777.2 S 2,622.8

0/0 Incruse in Concluded Equity Range 25.4% 7.7"1. 2.6%

When asked by Ihe Examiner whether for purposes of solvency opinions he equally weighted or weighled
differentially the value indications from his valuation methodologies. Mr. Browning indicated that he had "seen
some that are weighted and some that are nol. ..." Examiner's Sworn Interview on.,lose Rucker and Bryan
Browning, June 30. 2010, at 78:7-78: 10. But when asked whether one approach was more typicallhan the
other, Mr. Browning answered that "it is more typical to average them. to look at [hem equally." Examiner's
Sworn Interview of Mose Rucker and Brynn Browning. June 30, 20 I0, at 78: 17·78: 19. When asked [he same
question. Mr. Rucker .~aid. "I don'tlhink I've ever done a solvency opinion ... where you haven't looked at all
evaluation methodologies equally to determine a range of values." Examiner's Sworn Interview of ~Iose
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• VRC appears to have failed to reasonably calculate comparable company 4

trading multiples by adjusting the comparable companies' total asset value, when appropriate, to

remove the fair market value of each comparable company's equity investments from its

Rucker and Bryan Browning, June 30, 2010, at 78:22-79:3. The authors of a leading treatise on business
valuation note:

The final value opinion regarding the subject business enterprise or business interest should be derived
from the analyst's reasoning and judgment of all the factors considered and from the impartial
weighting of all the market-derived valuation evidence.

Shannon P. Pratt, Robert F. Reilly, and Robert P. Schweihs, VALUING ABUSINESS: THE ANALYStS AND
APPRAtSALOFCLOSELY HELDCOMPANtES at 444 (4th ed. 2000).

When asked during his December 4, 2009 Rule 2004 examination about the circumstances in which one
valuation method might be weighed more heavily than others, Mr. Browning testified, "[G}enerally spellJOng, if
you have more confidence in one approach than the other, you may weight it heavier." Ex. 262 at 70: 14-17
(Rule 2004 Examination of Bryan Browning, December 4, 2009). Later in hi:; examination, Mr. Browning
recalled the impetus for the change in weightings to the arithmetic averaging of results from the four valuation
methods. Speaking about a di:;cussion with VRC's "opinion committee about the decision to weight the results
equally," Mr. Browning testified:

Q: What do you remember about the discussion?

A: That this isn't an appraisal from the standpoint of where you-you weight and indication and
that's the point indication. It's really a range of values that you are looking at, so it's better to
look at that range without pUlling any kind of constraints on or-if you will.

Id. at 100:10-18.

When Mr. Rucker was asked at his December 3, 2009 Rule 2004 examination why he thought it would be
inappropriate to overweight the discounted cash flow indication of value in the case of Tribune's solvency, he
responded:

The way we have traditionally done our solvency opinions in Ihe past and the way we do it now, we
look at each indication of value and we treat each indication of value equally. And I would say in
general the industry as a whole looks at each indication of value equally.

Ex. 264 at 77: 19-78:2 (Rule 2004 Examination of Mose Rucker, December 3.2009).

With respect 10 "mechanical" weightings or averaging weightings applied to value indications, Dr. Prall and his
colleagues obs.:rvc:

Occasionally, an arithmt:tic average to arrive at a final value estimate is appropriate. Using the
arithmetic average impli.:s Ihatal/ of the Villllation meThods hal'e eqllall'alidiry and equal weight.
While this may occur in certain instances, this is usually not the case. When it is the case, it should be
based on a conscience decision on the part of the analyst - and not on a naive averaging of all value
indications."

Shannon P. Prall, Robert F. Reilly, and Robert P. Schweihs, VALUING A BUSINESS: THE ANALYSIS AND

ApPRAISAL OF CLOSEl.Y HEW CO:'vIPANIES ill 444 (4lh ed. 20()() kmphasis added).
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observed total enterprise value before computing the multiple of earnings for the comparable

2329company.

• VRC used an exit multiple for purposes of calculating a tenninal value in

)

)

)

)

)

its DCF analysis that retlected an excessive implied tenninal growth rate.mo

m~ VRC apparently attempted to address this issue by reducing the observed total enterprise value of the cohorts by
the book value of the cohorts' equity investments which would only partially mitigate the potential
overvaluation problem. As a consequence of using the potentially inflated total enterprise values when
calculating the cohorts' multiples, the multiples were inflated. When the inflated cohort multiples were applied
to Tribune's performance metrics, the result was a valuation of Tribune which (impliedly and inappropriately)
likely included significant value ostensibly related to Tribune's equity investments. This resulted in a
significant potential double counting of value when VRC added the separately determined value of Tribune's
equity investments to the value determined for its operating cash flows.

The potential impact of the overstatement of calculated total enterprise value (TEV) on the multiple derived
therefrom can be illustrated by calculating a multiple of earnings for Tribune in the same way VRC would have
done had Tribune been one of the companies it included as a cohort for purposes of its market method valuation
analysis. Observed Tribune equity value of approximately $7.3.5 billion at December 31, 2006 (See Ex. 14
(Tribune 2006 Form IO-K)} is added to Tribune's net debt of $4.83 billion to estimate total enterprise value of
$12.18 billion at December 31, 2006. The EBITDA earnings multiple (for example) calculated based on
Tribune's year end 2006 total enterprise value and its latest twelve months EBITDA ($1.28 billion) is 9.52
(12.18/1.28). If Tribune held no equity investments, this multiple would capture Tribune's EBITDA multiple
based on operating performance. However, Tribune. like other cohorts, owns equity investments and other non­
operating assets with- substantial value. In order to develop a multiple for estimating cohort enterprise value
related to operating cash flow, exclusive of the value of Tribune's equity and other non-operating investments
(which is consistent with the goal of the VRC analysis), the fair market value of Tribune's equity investments
needs to be eliminated from Tribune's total enterprise value. For purposes of its analysis, VRC estimated the
fair market value of these investments based on the book carrying value of the investments. Adjusting
Tribune's TEV to eliminate the book value of Tribune's equity investments reduces TEV by approximately
$500 million. The resulting multiple of 9.13 (I1.68/1.28) is lowerthan the multiple based on the unadjusted
TEV. This is essentially the multiple calculated by VRC and used to inform its market method valuations.
However, when the fair market value of Tribune's equity and other non-operating assets and investments ($3.4
billion, as quantified by VRC) is eliminated from TEV (for this example, the mid-point of VRC's range of
estimated values for "equity investments and other assets" in its December 20,2007 presentation is used), the
resulting multiple of 6.86 « 12.18-3.4)/1.28) is considerably lower than the one developed by removing the book
carrying value of these non-operating assets.

!]]O For example, as evidenced in its February 2007 projections, Tribune was, at that time. forecasting modest long­
term growth. In contrast, VRC adopted terminal period growth rates of up to more than 2% as part of the range
of values it determined in its Step Two evaluation.

Multiples

WACC 7.25 7.75 8.25

7.50% 0.38% 0.81% 1.19%

8.00% 0.84% 1.28% 1.66%

8.50% 1.31% 1.75% 2.13"10
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• VRC failed to incorporate into its multiples-based valuations "lower-end"

mulliples observed from the cohort data on which it relied.233I

• Furthennore, in selecting a range of multiples to apply to Tribune LTM,

CFY, and NFY EBITDA, VRC selected ranges of multiples that are inappropriately excessive

compared to the cohort company multiples it analyzed. For example, in connection with the

application of LTM mulliples, VRC selected and applied a range of 8.25x to 8.75x. When this

2331 The multiples informing VRC's value conclusions do not comport with either the average or median statistics
presented in its own supporting analytical schedules. For example, VRC applied a range of pro forma LTM
EBITDA multiples of 8.25x 10 8.75x to Tribune EBITDA despite the fact that the mean figure, per VRC, was
8.0x and the median figure was 7.7x. The table below shows the actual "Weighted Consolidated Multiples"
computed by VRC in comparison to the mean and median values actually quantified by VRC. As noted in the
tables below, VRC's failure to use the actual mean or median statistics flowing from its own analysis resulted in
a potential over quantification of operating asset value ranging from approximately $356 million to $537
million:

, COMPARABLE COMPANIES .

f .' IMPACT OF VRC'S FAILURE TO USE ITS ACTUAL WEIGHTED MEAN OR MEDIAN
COMPARABLE COMPANIES METHOD lpet VRO

Perioel

Fin.ancbl Metric'

Aelj.....eI EBITDA

Muilipl..

Low Low

Enl.rprlH Vol".
Hlp

PFLTM

~7P

~p

5U98.0
51,19U

S 1.193.3

8.25
8.00
7.75

8.75

8.50
8.25

S 9.883.5
59,531.6
59,248.1

S 10.-182.5

510,127.3

S 9,844.8

Opr••lins Enl.rpri.. V.l". R.ns.

COMPARABLE COMPANIES METHOD C.elju.ted by LECG)

59,2018..\ $10,482.5

Fin.nd.1 M.hle Multip1.. I:nlerpriH Vol".

rerioel Ad/ust.d EBrTDA Low III Hlp (2) Low Hip

PfLTM

2OO7P

200HP

51.198.0

S 1,i91.4

51.193.3

7.70
8.10
7.30

8.00
8.50

7.70

S 9.224.6

59,650.3

58,711.1

$ 9,584.0

510,126.9

$9,188.4 )

58,711.1

S 5J7.0

510,126.9

$ ]55.6

J\'tllL'l'.

(lJ low ii~\.l(~ lct'rt'S~nts Ih-..lu~\'~ruf 111... mean or me1lian v.llut>s at Cl)mpulc.J by VJ~c. £... 742 _It VRCU063399 (VRC r>r..11 Soln..'n<''Y

Analysis. JJtt,.-.J, ~o"'l"mbtr JO, 20(1).

(2) I tiKh {Igure r"prloSl'nts rhe higher or the m~03n or mt'di~n \·alu~.n computN by VRC. F.~. 742 olt VRC0063J99IVRC I)nH

5ol\'l"ni.y An.ll)':cis. Jolitcd Novt:m~r 30. 2007}.

VRC also inappropriately urilizcLl a 2007 pro forma EBITDA which illcluded the EBITDA contribution of the
Chicago Cubs. See Ex. 721 at VRC 0012546 (Tribune Company Model. lIated November 21. 20(7), rhus
double .;ounting Ihe value of the Chicago Cub~ in its analysis.
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)
range is contrasted with the cohort multiples from which VRC's range was determined, the

multiples are demonstrably excessive. 2332

VRC failed to apply any minority or marketability discounts in connection

) with its determination of the value of Tribune's equity investments, despite the fact that, with

limited exceptions. Tribune held less than a 50% ownership interest in those investments, and

despite the fact that most of Tribune's investments were in non-public, closely-held businesses.

) VRC used discount rates in conducting DCF analyses to determine the

value of certain equity investments that failed to incorporate any size premium into the cost of

)
1m As retlected in the table below. VRC identified cohort multiples for each of the Publishing Segment and the

Broadcasting Segment. as well as multiples ostensibly applicable to Tribune on a consolidated basis. For 2007.
the Publishing Segment contributed almost 70% of total EBITDA. Furthermore. in selecting publishing
comparables, VRC included The Washington Post metrics despite the fact that The Washington Post is
demonstrably not comparable to Tribune, as discussed below. By selecting a range of multiples that exceeded
publishing cohort and consolidated company cohort multiples. VRC. in the Examiner's opinion. upwardly
biased its selected range of LTM EBITDA multiples.

VRC's Comparable Companies' LTM EBlTDA Multiples

12,0.

'.,.

:.';

.,
~.l,i.l,

j'(lll.

IU.U~

e([ \VIO \INI N)T I.EF. IITY ~BGI n'l. (;TN NXST SSP Ill.e ~tf:(;
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capital determinations, despite a justifiable need to have done so given the smaller size of the

tirms in whil:h Tribune was invested.

• VRC relied on market based valuation approaches that used companies

materially different from Tribune or its investments.2333

• When conducting its cash now stress test, VRC improperly "stressed"

cash tlows which contained the revenue and earnings performance of certain assets that Tribune

had designated held for sale.2334 This mistake resulted in a projection of "stressed" Broadcasting

Segment cash tlows that actually are greater in amount than the cash tlows without including the

assets held for sale.2335

2333 Several of the cohort tirms identified and used by VRC for purposes of its trading multiples analysis appear
insufficiently comparable to Tribune Co. to allow for meaningful valuation conclusions to be drawn. For
example, E. W. Scripps, a cohort relied on by VRC, generated over 42% of its 2006 revenues and nearly 75% of
its 2006 income from continuing operations (before income taxes and minority interests) from its network
investments, including HGTV, TV Food Network, DIY, Fine Living and GAC. Ex. 918 (The E. W. Scripps
Company 2006 Form IO-K). In contrast, the vast majority (74%) of Tribune's 2006 revenues were associated
with the Publishing Segment. Ex. 14 (Tribune'2006 Form 10-K). Removing E. W. Scripps from the VRC
multiples analysis causes the resultant multiples to decline substantially. Specifically, based on this single
change, VRC's consolidated comparables mean LTM revenue multiple falls from 2.1 to 1.7 (a decline of
approximately 19%) while the mean LTM EBITDA multiple falls from 8.1 to 7.6 (a decline of approximately
6%). Similarly, The Washington Post, another VRC identified comparable firm, generated substantial revenue
from its education business, Kaplan, Inc. This segment of The Washington Post's business generated
approximately 43% of the firm's 2006 operating revenues and 28% of the firm's 2006 operating income.
Ex. 919 (The Washington Post Company 2006 Form IO-K). Further, this segment of The Washington Post's
business grew 19% (as measured by year-over-year revenue growth from fiscal 2005 to fiscal 2006)
representing the company's fastest growing segment in 2006. [d. In addition to its education segment, The
Washington Post provided cable service (through its Cable One subsidiary) to over 690,000 subscribers, further
differentiating its business from that of the Tribune Entities. [d.

When Mr. Rucker was asked why The Washington Post was added to the group of comparable companies, he
stated that he could not recall specifically why it was added. Examiner's Sworn Interview of Mose Rucker and
Bryan Browning, June 3D, 2010, at 188:9-189:4. Nor was Mr. Rucker able to recall how it was that he
concluded Ihat The Washington Post was in fact a comparable company. Examiner's Sworn Interview of Mose
Rucker and Bryan Browning. June 30. :2010, at 189: 15-18. If The Washington Post is removed from the
multiples calculation performed by VRC, the mean LTM EBITDA publishing multiple falls from 6.7 (inclusive
of The Washington Po.~t) to 5.9 (exclusive of The Washington Post), representing a decline of approximately
12'70. NOIubly, VRC did not idemify The lVaslringroll Post us (/ cohort compuny in COlllleCtioll willi its Step Olle
.w/I·eney llna/ysis. See, e.g., Ex. 271 at VRCOO5 1422 (Mednik E-Mail.datedMay4.2oo7).Indeed.Cristina
Mohr stated tOlhe Examiner that it was Citigroup's judgment that The Washington Post was not an appropriate
wllIparable for purposes of valuing Tribune. Examiner's Interview of Cri~lina Mohr, June 29, :!OIO.

~\14 Thos~ ass.:ls illduJeu the Chicago Cubs. SCN!. and Hoy. New York.

:',li The following tables show the impact of lhe mistake:
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(4)
)

Public Market Data Readily Available to VRC did not
Support VRC's Solvency Conclusions at Step Two.

Finally, in evaluating the reasonableness of VRC's December 20,2007 solvency opinion,

the Examiner considered certain market information that should have been readily available to

)
VRC and, in the Examiner's view, bears on reasonableness. For example, during the period

between the Step One Financing Closing Date and the Step Two Financing Closing Date, (a) the

)
secondary market for the Step One Debt began reflecting modest discounts, (b) Tribune's

publicly traded bonds began trading at steep discounts to par (particularly during the period

immediately preceding the Step Two Closing),2336 (c) the pricing on credit default securities

)
increased significantly, and (d) Tribune Common Stock traded at values as low as $25.41 per

'., ~ .' ." i'· .. ;., . VRCl~2012007MODEL .....:., '. ,.' '". . . ~ ',r -.' .,-.'
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Those bonds further dcdil1l:d in value after the dosing of the Step Two Transactions, ;IS ;ldditional inform;lliun
regarding Tribune's founh quarter 1007 performance was disclosed in early ZOOS. See Ex. 77 (Tribune Bond
Pricing). I\lthough not rublidy disdoscU before the dosing of Step Two. much of the linalll:ial performance
Jala for Ihe fourth qu,lrh:r of 1007 was known to ll1anagelllenl prior to the dosing of Step 'I\~() le.g.. Bro\~n

Ihltlk dala Il)r pcriolls III and II of 20(7).
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share. These factors (none of which VRC appears to have considered explicitly) further

undermine VRC's Step Two valuation concJusions.2337

As evidenced by a chart prepared by Morgan Stanley in connection with a November 21,

2007 presentation,2338 Tribune's Tranche B Facility debt, despite having traded near par value in

May 2007, declined to approximately 91 % of par value as of mid-November 2007, reflecting a

significant discount not only to the trading value of Tribune's Tranche X Facility debt (which as

of November 2007 was trading at 97.5% of par value), but also a discount to the benchmark

index selected by Morgan Stanley for comparative purposes. Between the Step One Financing

Closing Date and Step Two Financing Closing Date, Tribune's longer term debt traded at an

almost 10% discount in the secondary market.

Similarly, as the chart below indicates, the price of Tribune's publicly traded debt eroded

steadily between the Tribune Board's approval of the Leveraged ESOP Transactions on April I,

2007 and the Step Two Financing Closing Date. At the time of the closing of Step Two,

Tribune's bonds were trading between approximately 50% and 75% of par value:

~J.l1 As explained elsewhere in the Report. significant market indicia did not suppurt a conclusiun that Tribune was
solvent at Step Two. See Report at § IV.B.5.d.( 10).

m~ Ex. l}:!() (Morgan Stanley Project Tower Discussion Materials. dated November:! 1.2007). These materials
appear to corre~pond to materials presellted 10 the Tribune Board at the November 21. 1007 Tribune Board
lI1eeting. hased on a descriplion of Morgan Stanley's preselllation as cOlJlaincd in the meeting minutes. See
b. ;O:! ( rrihuno: Board ~lcelillg \-liI\IIIO:s. dilled NovclI1oa .2 J. ..:!()07).
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) Tribune Bond Prices
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Moreover, and related to the market indicators above, the pricing of Tribune credit

uefault securities increased significantly during this period: 2339

Ex. 921 (Tribune Company CDS Prices Chart). The Examiner notes Ihat VRC was, or should have been, aware
of Ihis fact in conducting its analysis. See, e.g., Ex. 922 (Edge E-Mail, dated July 22, 2007), referring 10 a
l3loomberg article which observed:

Tribune Co. has a 50-50 chance of missing interest payments on some of the $13 billion in debt it will
have after real estate investor Sam Zell buys the company, trading in the company's credit-default
swaps shows.

Prices of the swaps, financial contracts used to speculate on a company's ability to repay debt, have
jumped $331.000 .~jnce the tirst slep in the sale was completed in May. It costs 5770,000 10 protect
$10 million of Tribune bonds for five yeilrs, according to CMA Datavision, indicating a more than 50
perccllt risk of Jefault ....

Tribune swaps pm;cs imply invcslors ~'llnsidcr [he company the fourlh·riskiest J~ht i~su~r among (he
all1lo~t I ,2()() worldwide whose crctlit-dduult ~waps were quotetl this week by London-bascd C~·IA.

Tribune is percci\'~J as more likely to default on its bonds rhan Ford ~Iolor Co.. (he Dearborn.
:Vlichigun-bascd autolnaker that reported a record $12.6 billion lost lust year. Ford crediHkfault SW,lpS

trade at $682.000. eM" prices show....

The company's .sales are running behind even rhe 1110st p~ssimistic scenario evaluated by its banker.
N~w York-has~d 7v1organ SIanley. Tribune would he worth as little as $l·L! I a share if newspaper
\aks were [u rail 3 pal:cl1l a year and broadcasting cash Ilow Jeclillctl I pcrccl\I alll1lmlly lhrough
2011. rrihum: suitl inlh~ tiling. citing a I\lmgan Slanley analysis.
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Tribune Credit Default Security Prices

1/2/2006 - 12/31/2007
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And, when contrasted with other identified cohort company credit default pricing, 1

Tribune securities evidenced more signiticant pricing differentiation:234o

1

.J

~.\~11 The I:onsolidaled Tribune credit default prices were calculated as the average of all credit default security pri(cs
on a given day al:ross aJlofTribune's honds. The credit ddault prices for Gannell. :VkClatchy. and Ll~ TV
\\'t.'n: also (krivcd u:;ing this mcthodology. Relo Corp.. The New York Times. and Sindnir Broadcast Group
IIllly had data for 11IlC ~cl:urity, ami as a rcsull, only that security is illustrated in lhe graph. J
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} Tribune Comparable Company Credit Default Security Prices
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Finally, between the closing of the Step One Transactions and the closing of the Step

Two Transactions, Tribune Common Stock traded at times below $26 per share. Thus, the

trading price of Tribune Common Stock could be construed to evidence insolvency, given that

the Tribune Common Stock would be replaced with debt in an amount equivalent to $34 per

share (and considering that the trading price of the Tribune Common Stock was likely upwardly

biased due to the prospect of receiving $34 per share on the Step Two Financing Closing Date).

This fact in isolation, however, does not conclusively demonstrate that Tribune wQuld be

insolvent on the consummation of the Merger.B41 First. a price of $34 per share ~ould retlect

Trihune's value in the hands of a purchaser that could realize synergies that others coulJ no\. In

such case, the Ji fferential between the 534 TenJer Offer price and the obscrwd trading price of a

''II Sec 1~<'por':l1 *IV.B5.d.( 10).
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share of Tribune Common Stock might represent a "control premium" associated with such

synergies. 2342 Second, a price of $34 per share could reflect a unique attribute of the buyer that

adds value to the enterprise (and thereby permits the buyer to pay more than fair market value for

the Tribune Entities' assets), such as the tax attributes of the proposed S-Corporation/ESOP

structure that would only be available following consummation of the Merger. This "added

value" (the $8 per share premium Tender Offer price over the trading price) equates to

approximately $935 million.2343 As discussed in the Report, however, the Examiner concludes

that the value associated with these particular tax attributes cannot be included in a solvency

determination under a fair market value standard because such attributes are unique to the

pm lll.::ular buyer and transaction ownership structure in this case. 2344 As a result, "synergistic"

and '·tax attribute" considerations would not refute the inference that the significant difference

hetwcen the $26 per share trading price of Tribune Common Stock and the $34 per share Tender

Ofkr price reflected insolvency at Step Two.

ttfsulJt'. tilarket~b~ed informatiol\;tbatWa$ (o(shoQld'Mv~ b.<:~p.);teadIW: ~vailabIe. tol
".""';I~"_"":"'" .~.,~.~••~" ••~". ¥ •••• ' ••• ,. , •••• : ';, .',0 •.• " .-

...iRC toritiididi, VRC's step Two opinion thatTribune was· solvent asof December;20. 2'0011

. \.;. Srrategic purchasers often pay more for a company than tinancial buyers due to these synergies. [n this case,
however. Tribune's auction process yielded bids from two competing buyers, neither of which could be
considered a str;negic huyer. II would therefore be unlikely that the differential between the trading price of
Tribune Common Stock and the Tender Offer price could be explained by the value associated with potential
"ynergh:s.

:.HI The cakul.nion assumes approximately 117 million shares of Tribune COlllmon Sto<.:k were outstanding at such
time. Of note. this .'5935 million value is roughly equivalent to Ihe $876 million S-Corporation/ESOP tax
savings calculated by VRC in its Deeember 18.2007 solvency analysis (not laking into account other potential
savings associated with the pmposed S-CorpoTalimt/ESOP structure such as 40 I (k) .s'IVings). Ex. 705 at
TRB0414949 (Tribune Board ~keling Materials. dated De"ember IS, 20(7).

.' j.~.~ Such attrinutt:s do affun..llheir O\\C1erS valu~. uni4uc to the partiL:ular \)wn~r. that is often r~fefr~u to as
"investmenl vallie."

557

J

)

)

)



25



)

)

In re:

IN THE UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF DELAWARE

Chapter II

)

TRIBUNE COMPANY, et al.;

Debtors.

Case No, 08-13141 (KJC)

Jointly Administered

)

)

)

_________________---J Related to Docket No, 306Z} 4/11.

AGREED ORDER DIRECTING THE APPOINTMENT OF AN EXAMINER

Upon the Motion2 ofWilmington Trust Company ("WTC") in the abo~e-captioned

chapter 11 cases for appointment of an examiner pursuant to § 1104(c) of the Bankruptcy Code;

the Court having reviewed the objections, responses andlor statements I'elated to the Motion filed

I The DeblOIl in thele chapter II cases, .long wilh the laSI four digits ofeach Deblor's federal till identinclllion number, are: Tribune COll'lpany
(0355); 435 Production Compal'ly(8865); 5800 Sunsct ProductioRllnc. (5SIO); Bilitiinore Newspaper Networks, Inc. (8258); Califomill
Communily New. Corpol1llion (5306); Candle Holdings CorpOI'lltion (5626); Olanna 20, Inc. (7399); ChAnnel 39, Ille. (5256); ~hannel40, Inc.
(3144); Chicago Avenue Construction CompllJ1Y (8634); Chicngo River Production CompAny (5434); ChicnllO Tlibuns Company (3437);
Chicago Tribune Newspapm, Inc. (0439); Chicago Tribune: Press Scrvice:, Inc. (J 167); ChicagoLand Microwave Licensee, Inc. (1579);
Chicagaland Publishing Company (3237); Chlcagoland Tele:vision News, Inc. (1352); Coulant Specialty Products. Inc. (9221); Dircct M~il

Associates, Inc. (6121); Dislribution Systems of America, Inc. (3811); Eagle New Media Invl:liUnents, LLC (6661); Ragle Publishing
Inveslmcnts, LLC (6327); fOl1alebyowner.com coil'. (0219); PorS.leByOwner,com Referral Services, LLC (920S); FortifY Holdings Corporalion
(5628); fomm Publishing Group, Inc. (2940); Gold COilSt Publications, Inc. (550S); GI'cenCo. Inc, (7416); HeM &. Crown Advertising, Inc.
(9808); Homeowlle:rs Realty, Inc. (I 507); Hom~slead Publishing Co. (4903); Hoy, LLC (8033); Hoy Publications, LLC (2352); lnserteo, Inc,
(2663): Internel Foreclosure Scrvice, Inc. (6550); Julill3Air Company, LLC (9479); ]\lliusAir Company II, LLC; KIAH Inc. (4014); KPLR. Inc.
(7943); KSWB Inc. (7035); KTLA Inc. (3404); KWGN Inc. (5347); 1..o.l Angeles Times Communications LLC (1324); Los Angeles Times
Imemational. Lid, (6079); los Anllelcs TimC5 Nowspapers,lnc, (0416); Magic TMusic Publi!ihinl Company (6522); NBBF, LLC (089J):
Ncocomm, Inc. (7201): New MaS!. Media, 1m:. (9553); Newscom Services,lnc. (4817); Newspaper Readers Age:ney, hlc. (7335); North
Michigan Prodllclion Company (5466); North Orange Avenue PropcI1ica, Inc. (4056); Oak Brook Prodllclions, Inc. (2598); Orlando Sentinel
CommunicatioRi Comp~ny (3775); Patullent Publi,hing Company (4223); Publishelll Forest Products Co. orW~shil18ton (47S0~ Sonlinel
Communications News Ventures, Inc. (2027): Shepard's Inc. (7931); Signs of Distinclion, Inc. (3603); Southern Connecticul New.papel'. Inc.
(1455); Slar Commnnity Publishing GrouP. LLC (5612); Stemweb, Inc. (4276); Sun-5entinel Company (2684); The Baltimore Sun Company
(6880); 1110 Daily Press, Inc. (9368); Tho HaMon! Coullint Company (3490); TIlo Morning Call, Inc. (7560); 11le Olher COlllpllny LLC (5337);
Times Mirror Land and Timber COInpany (70S8); Times Mirror Payroll Processing Company, Inc. (4227); Times Mirror Services Company, Inc.
(1326); TMLH 2, Inc. (0720); TMLS I, 1110. (0719); TMS Ellterlainment Guides, [nc:o (6325); Tower Distribution Company (9066); Towering T
Music Publishing Company (2470); Tribul\e Broadcast Holdinp,lnc. (-1438); Tribuno Broadcasting Company (2569); Tribune 8roaetc~sling

Holdco, J.J.C(2534); T,ioune Oroadcasling News Network, !nc.• nI'k/a Tribune W~shjngton Bureau Inc. (1088); Tribune California Propeltics,
Illc. (1629); Tribune CNLIlC, lLC, llkInJ Chicago National League Dall Chlb. LLC (0347); Tribune Direct Markeling, Inc. (l479); Trihunc
F.l1lcrtninmcnl COlllpany (6232); Tlibunc Entcrtainmentl'mduclion Company (53':13); Taibllne Finance, LLC (2537); Tribune Finance SelYice
Cenler, Inc. (78~4); Tribune Liccnsc.lnc. (1035); Tlibune Los Angeles, Ino. (4522); Tri1nJne Manhallan Newspaper Holdings, Inc. (727?):
Tribune Medi~ Net, Inc.11847); Tlibune Media Services, Inc. (1080): Triuune Network Holdings Company (9936); Tribune New YOlk
Newspaper Holdings. LLC (7278); Tliuulle NM. tnc. (9939); Tribune Publishing Compally (9720); Tribune Television Company (1634); Tribune
Television Holdings, Inc, (1630); Tlibune Television Ncw Orleans, Inc. (4055); Tribune Television Northwl:lit, Inc, (2975); ValuMail, Inc.
I'J5 12); Virginia COlllmunity Shoppe~, l.LC (402.~); Virginia Gar-cite Companies, LLC (9587); WATt., l.LC (7384); WCWN LLC (5982);
WDCW Broadcasting, Inc. (8300); WON Continenlal Broadcasting COlnpany 19530); WLVllnc. (8074); WPIX, Inc. (0191); and WTXX Inc,
(1268), Thc Oeulors' COI}lOl1lle he<ldquartcrs BIllJ rhc mailing addrcss for cltCh Dchlnr is 4JS N011h Michiean Avcnue, Chicago, Illinois 60611.
2 Capitalized teml~ used but not uefined herein shall have the meaning ascribed to :mch tenus in the Motion.
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or made by the above-captioned debtors and debtors in possession (the "Debtors"), the Official

Committee of Unsecured Creditors appointed in the Debtors' cases (the "CommitteeIJ),

lPMorgan Chase Bank, N.A. ("JPMC"), Merrill Lynch Capital Corporation C"MLCCIJ), the

Credit Agreement Lenders (the "Credit Agreement Lenders"), certain retirees (the "TM

Retirees"), Citicorp North America, Inc.lCitigroup Global Markets Inc. (together, "Citigroup"),

Bank of America, N.A. and Bane of America Securities LLC (together, "BofA"), Law Debenture

Trust Company ofNew York, as Indenture Trustee ("Law Debenture"), Centerbridge Credit

Advisors LLC ("CenterbridgeIJ) (collectively the "Parties"), and the Office of the United States

Trustee (the "U.S. Trustee"), and considered the arguments and representations ofcounsel made

thereon; and due and proper notice having been gi yen under the circumstances; and it appearing

that this is a core proceeding under 28 U.S.C. § 157(b)(2); and the Pal1ies having consented to

appointment ofan examiner, it is hereby ORDERED as follows:

I. The U.S. Trustee is directed to appoint an examiner (the "Examiner")

pursuant to II U.S.C. § 1104(c)(I). .

'J

2. The Examiner shall (i) evaluate whether there are potential claims and causes of

action held by the Debtors' estates in connection with the leveraged buy-out ofTribune that

occurred in 2007 (the "LBO") which may be asserted against any entity which may bear liability,

including, without limitation, the Debtors, the Debtors' former and/or present management,

including fonner/present members ofTribune's Board, the Debtors' lenders and the Debtors'

advisors, said potential claims and causes of action including, but not being limited to, claims for

fraudulent conveyance (including both avoidance of liability and disgorgement of payments),

breach of fiduciary duty, aiding and abetting the same, and equitable subordination and whether
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)

)

}

)

)

there are any potential defenses which may be asserted to such potential claims and causes of

action, (ii) evaluate whether Wilmington Tmst Company violated the automatic stay under 11

U.S.C. § 362 by its filing, on March 3,2010, of its Complaint for Equitable Subordination and

Disallowance of Claims, Damages, and Constructive Trust (docketed at Adv. No, 10-50732, D.1.

1), (iii) evaluate the assertions and defenses made by certain of the Parties in connection with the

Motion of JPMorgan Chase Bank. N,A., for Sanctions Against Wilmington Trust Company for

Improper Disclosure of Confidential Information in Violation of Court Order (OJ. 3714), and

(iv) otherwise perform the duties of an examiner set forth ill: 11 U,S.C. §§ 1106(a)(3) and (4) (as

limited by this Order) (collectively, the "Investigation").

3. The Examiner shall, before commencing the Investigation, meet and confer with

the Parties, and the U.S. Trustee, if the U.S. Trustee requests participation. The Parties shall use

their respective best efforts to coordinate with the Examiner and to avoid unnecessary

interference with, or duplication of, the Investigation, and the Examiner, in his or her conduct of

the Investigation, shall lise best efforts to utilize relevant materials obtained by the Parties via

informal and/or formal discovery to avoid unnecessary duplication of work performed to date,

Nothing in this Order shall be deemed to require any Party to waive any applicable privilege.

4. Within seven (7) days after the later of entry of this Order or the date on which

the U.S. Trustee files a notice of the Examiner's appointment, the Examiner shall propose a work

and expenses plan (the "Work and Expenses Plan"), which shall include a good faith Gstimatc of

the fees and expenses of the Examiner and lhe Examiner's proposed professionals tor condlll:ting

the [nvestigation (the "Budget"). The Court wll1 hold a status conference on May 10, 20 I0 at

It :00 a.m. to (i) consider the Work und Expenses Plan (along with any responses thereto.

3



including an opportunity for any of the Parties to be heard on the appropriateness of the Budget)

and (ii) order, if appropriate, further relief as will aid the Examiner in the perfonnance of the

Examiner's duties and/or to accommodate the needs of the estates. Notwithstanding the

foregoing, the Examiner is authorized to commence the Investigation after the "meet and confer"

referenced in the prior paragraph of this Order.

5. The Examiner shall prepare and file a report (the "Report"), as required by II

U.S.C. § 1106(a)(4), on or before July 12,2010, unless such time shall be extended by order of

the Court upon application by the Examiner on notice to the Parties.

6. Until the Examiner has filed the Report, neither the Examiner nor the Examiner's

representatives or agents shall make any public disclosures concerning the perfonnance of the

Examiner's duties, except in hearings before the Court; provided, however, that neither any

information assel1ed to be confidential pursuant to applicab~e agreement or treated as

confidential pursuant to court order, nor any evaluation of the strengths or weaknesses of any

potential claim or right of action the estates may have or suggested litigation strategy in

connection therewith, shall be disclosed publicly without further order ofthis Court.

7. The Examiner may retain counsel and other professionals if the Examiner

detennines that such retention is necessary to discharge the Examiner's duties, with such

retention to be subject to Court approval after notice under standards equivalent to those set forth

in 11 U.S.C. § 327.

8. The Examiner and any professionals retained by the Examiner p\lrsuant to order

of this Cou11 shall be compensated and reimbursed for their expenses pursuant to any procedures

tor interim compensation and reimbursement of expenses ofprofessionnls which are established

4
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)

in these cases. Compensation and reimbursement of the Examiner shall be dctermined pursuant

to 11 U.S.C. § 330, and compensation ofthe Examiner's professionals shall be detcnnined

pursuant to standards equivalent to those set forth in 11 U.S.C. § 330.

9. The Examiner shall have the standing of a party in interest with-respect to mattcrs

that are within the scope of the Investigation, and shall be entitled to appear and be heard at any

and all hearings in these cases.

10. The Debtors and all of the Debtors' affiliates, subsidiaries and other companies

and the Examiner shall mutually coordinate and cooperate in connection with the performance of

the Examiner~ s duties. In addition to full access to the documents in the depository as set forth

below, the Debtors shall provide to the Examiner all other non~plivileged documents and

information relevant to the Investigation that the Examiner requests. Nothing herein shall

prohibit the Debtors from objecting to requests, including, without limitation, on the ground that

the documents or"information requested are beyond the scope of the Investigation. If the

Examiner seeks the disclosure ofdocuments or infonnation as to which the Debtors assert a

claim of privilege or have objected and the Examiner and the Debtors are unable to reach a

resolution on whether or on what terms such documents or infonnation should be disclosed to

the Examiner, the matter may be brought before the Court for resolution. The Debtors' and the

Committee's privileges, including, but not limited to, the attorney-client privilege and altomey

work-product privilege, remain and are not deemed waived or in any way impaired by this

Order.

II, Subject to any applicable I.:ontidentiality agreement and orders entered by this

Court, the Parties will as promptly as practicable luke all necessary and appropriate steps to give

5



the Examiner and professionals retained by the Examiner access to the document depository

referenced in the Order (i) Authorizing the Debtors to Establish a Document Depository and

Directing the Committee to Deliver Certain Documents to the Depository and (it) Establishing

Settlement Negotiation Protections (0.1. 2858) (the "Depository Order"). The Examiner and

professionals retained by the E'taminer shall have full and complete access to all documents in

the depository, notwithstanding the rights of Producing Parties (as that term is defined in the

Depository Order) to object to the review of documents produced by such Producing Party.

Notwithstanding any other provision of this Order, documents in the Depository and other

information subject to orders of this Court relating to confidentiality shall not be disclosed by the

Examiner, except in accordance with such orders Or further order of this Court. The Parties shall

reasonably cooperate with the Examiner.

12. Subject Lo the requirements for mutual cooperation and coordination set forth

herein, nothing contained in this Order shall diminish the powers and authority of the Debtors or

the Committee under the Bankruptcy Code, including the powers to investigate transactions and

entities, to commence adversary proceedings and contested matters, and to object to claims.

13. Nothing in this Order shall impede the rights of the U.S. Trustee, the Parties

(including WTC), or any other party in interest to request any other lawful relief, including but

not limited to a request to further expand the scope of the Investigation, if during such

Investigation other relevant matters arc revealed which the Examiner or other party believes

::;hould be brought to the attention of the Court, 01' to have the Report (or parts thereof) filed

under seal.
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Dated: Wilmington, Delaware
Apt;1 '7Jl.., 20 I0

46·12'1i0ll01·6·F071Rv2
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